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N otice to  Readers
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statements of not-for-profit organizations with an overview of 
recent economic, industry, regulatory, and professional develop­
ments that may affect the audits they perform. This document 
has been prepared by the AICPA staff. It has not been approved, 
disapproved, or otherwise acted on by a senior technical commit­
tee of the AICPA. Readers should refer to the complete text of 
pronouncements referenced herein.
Susan Frohlich 
Technical M anager 
A ccoun tin g a n d  A uditing Publica tions
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Not-for-Profit Organizations Committee for their contribution 
to this document.
Copyright ©  1999 by
American Institute o f  Certified Public Accountants, Inc.,
New York, N Y  10036-8775
A ll rights reserved. For information about the procedure for requesting 
permission to make copies o f any part o f this work, please call the AICPA 
Copyright Permissions Hotline a t 201-938-3245. A  Permissions Request Form 
for emailing requests is available at www.aicpa.org by clicking on the copyright 
notice on any page. Otherwise, requests should be written and mailed to the 
Permissions Department, AICPA, Harborside Financial Center, 201 Plaza Three, 
Jersey City, NJ 07311-3881.
1 2 3 4 5 6 7 8 9 0  AAG 9 9
In This Year’s A le r t...
• How have not-for-profit organizations been affected by overall 
econom ic and industry developments? How w ill these developments 
affect audits o f  not-for-profit organizations? Page 9
• Have there been any updates to single audit guidance in the last year that 
auditors o f  not-for-profit organizations should be aware of?  Page 14
• Have there been any updates to the OMB Cost Circulars that auditors 
may need to be aware of?  What are the auditor’s responsibilities with 
respect to the OMB Cost Circulars as pa rt o f  a single audit? Page 21
• Has the AICPA issued any nonauthoritative guidance fo r  implementing 
Circular A-133? Page 23
• Are any o f  the illustrative reports from  SOP 98-3 available in an 
electronic form at? Page 25
• What recent changes have been made by HUD with respect to its 
programs that a ffect audits o f  not-for-profit organizations? Page 25
• Are there any recent or upcom ing revisions to GAS? Page 28
• How does the Religious Liberty and Charitable Donation Protection Act 
o f  1998 affect not-for-profit organizations and  their auditors? Page 30
• What are some o f  the current tax issues that may affect audits o f  
not-for-profit organizations? Page 34
• What new guidance has been issued with respect to restricted-use reports 
and how w ill this a ffect audits o f  not-for-profit organizations? Page 41
• What are some o f  the areas o f  concern when applying analytical 
procedures in audits o f  not-for-profit organizations? Page 44
• What types o f  issues should auditors o f  not-for-profit organizations be 
aware o f  with respect to client fraud? Page 46
• What are some o f  the issues auditors should be aware o f  with respect to 
the use o f  volunteers and the application o f  the Volunteer Protection Act 
o f  1997? Page 49
• Why are exchange transactions o f  increasing importance to not-for-profit 
organizations and  their auditors? Page 50
• What issues should the auditor consider when the not-for-profit 
organization client has posted audited finan cia l statements on the 
Internet? Page 53
• What is the Year 2000 Issue and how w ill it a ffect audits o f  not-for- 
pro fit organizations? Page 54
• What are some o f  the issues that auditors should consider with respect to 
the client's ability to continue as a go in g concern? Page 58
• What new  guidance should auditors o f  not-for-profit organizations be 
aware o f  with respect to attestation engagements? Page 59
• What new  guidance has been issued with respect to start-up activities? 
Page 60
• What new  guidance has been issued with respect to accounting fo r  
jo in t  activities, and what issues have resulted from  the new  guidance? 
Page 62
• What new  developments have occurred with respect to accounting fo r  
related entities o f  not-for-profit organization clients? Page 66
• What recent activity has taken p la ce with respect to the FASB’s 
business combinations project, and  what is the significance o f  this 
issue to not-for-profit organizations? Page 67
• What is the status o f  the FASB’s p ro ject with respect to not-for-profit 
organizations that raise contributed resources f o r  others? Page 68
Table of Contents
Not-for-Profit O rganizations Industry D evelopments— 1999 ...9 
Economic and Industry Developments ...........................................9
Regulatory and Legislative Developments..................................... 14
Single Audit Guidance Update.................................................. 14
President's Council on Integrity and Efficiency Audit 
Review Guides Expected..........................................................20
OMB Cost Circulars Update..................................................... 21
Two OMB Circular A-133 Delayed Implementation 
Provisions Become Effective in 1999..................................... 22
Guidance for Implementing OMB Circular A-133.............. 23
Illustrative Single Audit Information Available on 
AICPA Web Site........................................................................23
Housing and Urban Development Programs..........................25
Department of Education Issues Questions and 
Answers Document...................................................................27
Revisions to Government Auditing Standards....................... 28
Religious Liberty and Charitable Donation Protection Act
of 1998........................................................................................30
State and Local Issues..................................................................30
IRS Activities................................................................................34
Audit and Attestation Issues and Developments.........................41
Restricted-Use Reports................................................................41
1999 Audit and Accounting Guide Revisions.........................43
Analytical Procedures..................................................................44
Consideration of Fraud in a Financial Statement Audit.......46
Acts of Volunteers........................................................................49
Exchange Transactions.................................................................50
Financial Statements on the Internet........................................53
The Year 2000 Issue.................................................................... 54
Going-Concern Issues.................................................................58
Attestation Engagements............................................................ 59
Accounting Issues and Developments............................................60
Start-Up Activities........................................................................60
Joint Activities.............................................................................. 62
New AICPA Technical Practice Aids.........................................63
Reporting of Related Entities..............  66
Business Combinations.............................................................. 67
Agency Transactions.................................................................... 68
Disclosures About Pensions and Other 
Postretirement Benefits............................................................ 71
Derivatives and Hedging Activities...........................................72
Listing of Recent Auditing, Attestation, and
Accounting Pronouncements.........................................................74




New Audit Issues Task Force Advisories...................................76
New FASB Pronouncements..................................................... 77
New AICPA Accounting and Auditing Statements 
of Position...................................................................................77
Nonauthoritative AICPA Audit and Accounting Products.......79
Industry Conference.................................................................... 79
Financial Statement Presentation and Disclosure Practices 
for Not-for-Profit Organizations—Available Fall ’9 9 ........... 79
Accounting and Auditing Technical Hotline...........................79
Ethics Hotline.............................................................................. 79
Continuing Professional Education Courses...........................79
Not-for-Profit Organizations Checklists..................................81
Auditing Recipients o f  Federal Awards: Practical Guidance 
f o r  Applying OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations............ 81
Technical Practice Aids................................................................81
References for Additional Guidance............................................... 81
Federal Agencies’ Administrative Regulations.........................81
General Accounting Office.........................................................82
Office of Management and Budget........................................... 83
A ppendix— T he Internet— A n A uditor’s Research To o l .........87
NoMor-Profit Organizations 
Industry Developments— 1999
Economic and Industry Developments
How have not-for-profit organizations been affected by overall economic 
and industry developments? How will these developments affect audits 
of not-for-profit organizations?
The U.S economy has continued to grow and economic condi­
tions continue to be favorable. Among the economic indicators 
that reflect the depth of the economy’s strength are the following:
• The U.S. jobless rate is at 4.2 percent and some econo­
mists expect it to go below 4 percent, which has not hap­
pened since the late 1960s.
• Wages rose by more than 3 percent in real terms in 1998 
and may continue to increase in 1999 if  labor markets con­
tinue to tighten.
• Inflation remained low (1.6 percent) in 1998 and is ex­
pected to approximate 2 percent in 1999.
• Gross domestic product (GDP), the broadest measure of 
total national output, grew 3.9 percent in 1998, matching 
its 1997 performance. The economy has not grown faster 
since the 7 percent rise in 1984.
Data available from the Foundation Center show 1998 giving 
from foundations to not-for-profit organizations increased 22 per­
cent over 1997 figures, to $19.46 billion. However, foundations 
are only a small piece of total giving, which added up to $143.5 
billion in 1997.1 Indicators that giving from other sources, such as 
individuals, bequests, and corporations, may show an increase for 
1998 include the strong economy and rising incomes.
1. Based on estimate from Giving USA; figures are revised as more information becomes 
available.
9
However, not all types of organizations tend to be affected equally 
from changes in giving. For example, for 1997, international 
affairs organizations saw an increase of 15 percent, whereas arts, 
culture, and humanities reported a decline of almost 3 percent. 
Because the auditor may look at the events in the economy and 
the industry as part of his or her analytical procedures, it is im­
portant to understand the differences in the way such events af­
fect different clients. For example, the auditor may need to 
evaluate why the results achieved by the client are not consistent 
with industry averages. See the section titled “Analytical Proce­
dures” for a further discussion.
Also, after the sharp drop in the Dow Jones Industrial Average in 
the summer of 1998, there was some question about whether the 
three-year span of record-breaking fund-raising results would be 
affected by the stock market’s volatility. (A more recent question 
is whether the Dow’s breaking the 10,000 mark will affect giving 
patterns.) Some charities reported that donors delayed gifts of 
stock and cut back on cash contributions in 1998, although results 
for 1998 are still expected to equal those of 1997. One reason for 
the delay in gifts of stock, which account for approximately one- 
quarter of donations, is that donors waited to see if  the stock mar­
ket would recover. Because many not-for-profit organizations 
receive 20 percent to 30 percent of their contributions in the 
fourth quarter of the calendar year, this delay was of particular 
concern. Fluctuations in giving may also cause concern for audi­
tors. For example, not-for-profit organizations may have an in­
centive to hold back the reporting of promises to give in one 
period to keep some that can be reported during a period of de­
creased contributions. Auditors may want to consider issues such 
as this when evaluating the risk of material misstatement due to 
fraud. See a further discussion in the section titled “Considera­
tion of Fraud in a Financial Statement Audit.”
In addition to making contributions of assets, people also con­
tribute their time and effort as volunteers. The importance of 
being able to supervise volunteers properly may not be so apparent 
to some not-for-profit organizations; however, the consequences 
of poorly supervised or trained volunteers can be devastating for a
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not-for-profit organization. A further discussion of this issue is 
included in the section titled “Acts of Volunteers.”
Auditors should also be aware of new forms of contributions 
(such as the use of charitable split-dollar life insurance), as well as 
increases in contributions of assets other than cash (such as the 
recent increase in contributions of real estate). Not-for-profit or­
ganizations may also have new sources of income, such as revenue 
from joint marketing ventures with for-profit companies. Audi­
tors may need to consider audit implications resulting from shifts 
in revenue sources. For example, contributions of real estate can 
result in various issues, such as environmental-compliance issues 
or clean-up costs that will be incurred, possible tax implications, 
the organizations ability to manage income-producing property 
before its disposition and maintain its value, and the need to hire 
appraisers to value the contribution.
As not-for-profit organizations find new ways to raise funds, 
clients and auditors often face questions about whether these 
transactions are contributions, exchange transactions, or a combi­
nation of both. See a further discussion of this issue in the section 
titled “Exchange Transactions.” Additionally, there may be tax 
consequences resulting from new or shifting revenue sources. See 
a further discussion in the section titled “IRS Activities.”
An issue that is becoming more pressing for some not-for-profit 
organizations is the increase in competition from for-profit busi­
nesses. Although not-for-profit organizations have been accus­
tomed to such competition from such entities as for-profit 
hospitals, day-care centers, and trade and technical schools, 
changes in the way that government entities administer certain 
social programs are resulting in new areas of competition. Even 
though governments previously focused on not-for-profit organi­
zations as the recipients of social services contracts, they are now 
outsourcing a greater part of their social service functions to for- 
profit businesses, in areas such as welfare-to-work programs, fos­
ter care programs, juvenile corrections, and special education. 
Auditors may need to address the potential effects of these policy 
shifts on the entity’s ability to continue as a going concern, which 
is discussed further in the section titled “Going-Concern Issues.”
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Not-for-profit organizations are using the Internet for fund-rais­
ing, providing newsletters and updates, thanking donors, answer­
ing questions, building a base of subscribers, inviting people to 
their events, negotiating and receiving contributions, holding on­
line auctions, selling products, advertising and delivering pro­
gram services, participating in affinity programs, meeting 
Internal Revenue Service (IRS) disclosure requirements, and 
other activities. A number of these uses can affect the internal 
control environment of the not-for-profit organization client. 
Auditors should ensure that they have a sufficient understanding 
of the organization’s internal control to plan and perform the 
audit. Auditors should refer to the guidance in Statement on 
Auditing Standards (SAS) No. 55, C onsideration o f  In tern a l Con­
tro l in  a F inan cia l S ta tem en t Audit, as amended by SAS No. 78, 
Consideration o f  In tern a l C ontrol in  a F inan cia l S ta tem en t Audit: 
An A m endm en t to S ta tem en t on  A ud itin g  S tandards No. 55  
(AICPA, Professional Standards, vol. 1, AU sec 319).
W ith the increased use of the Internet, not-for-profit organiza­
tions may also be posting more financial information on their 
Web sites. One reason is the new disclosure rules enacted to make 
Form 990 more easily available to the public (see the section titled 
“IRS Activities”). As a result of the new disclosure rules, the pub­
lic should be able to obtain Form 990 more easily, and some not- 
for-profit organizations may need to pay more attention to the 
accuracy with which this form is prepared. Some common errors 
found in not-for-profit organizations’ filings include:
• Failing to file a complete Schedule A.
• Failing to complete Schedule A Support Schedule.
• Using the incorrect tax year at the top of page one.
• Failing to complete balance sheets for both years and the 
required schedules.
• Failing to sign the return.
Publicity about such shortcomings may have an adverse effect on 
the not-for-profit organization. Combined with negative media
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articles about not-for-profit organizations, such as stories about 
misuse of funds by not-for-profit organizations, errors in tax fil­
ings available for public view can lead to questions about the not- 
for-profit organization’s ability to manage its finances and could 
ultimately lead to a decrease in confidence and in contributions. 
As mentioned in the section “Going-Concern Issues,” auditors 
should be alert to such negative developments.
In addition to posting Form 990 on the Internet, some not-for- 
profit organizations are posting their financial statements on the 
Internet, raising additional issues for the auditor. See the section 
titled “Financial Statements on the Internet” for a discussion of 
this issue.
International events can also affect not-for-profit organizations. 
On January 1, 1999, the European Economic and M onetary 
Union (EMU) went into effect. Under the EMU, only one re­
porting currency w ill exist— the euro. Every entity that trades 
with or has subsidiaries in Europe will be affected by the change 
to a common currency. This may affect entities with foreign-cur­
rency transactions or foreign operations involving the euro. A dis­
cussion of this issue is included in A udit Risk A lert—1998/99?
Also, 1998 brought us yet another year closer to the Year 2000 
Issue. Problems resulting from the millenium bug may have signif­
icant effects on the client, and implications for the audit. See the 
section titled “The Year 2000 Issue” for a further discussion.
Executive Summary— Economic and Industry Developments
• It appears that the current economic expansion will continue to pro­
vide strong increases in giving in some, but not all, areas of the not- 
for-profit community.
• Despite the strong economy, some economic changes can lead to con­
cerns about such matters as client fraud and the ability of the entity to 
continue as a going concern.
2. The A udit Risk Alert— 1998/99  (Product No. 022223) provides a general update on 
economic, auditing, and accounting matters. The A udit Risk Alert— 1999/2000 will 
be available later in 1999.
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• Increased Internet activity is raising many issues, from internal control 
to public scrutiny.
• 1999 brought us another year closer to the year 2000 problem and the 
potential problems that can result.
Regulatory and Legislative Developments
Auditors of not-for-profit organizations may need to monitor 
changes in government regulations for various reasons. For exam­
ple, they may be required to comply with government auditing 
standards, as specified in the G overnm ent A uditing Standards (also 
referred to as the Yellow Book).3 In addition, auditors may be re­
quired to perform a “single audit” and comply with applicable 
rules. A single audit is an audit of an entity’s federal financial 
assistance, as required by the Single Audit Act Amendments of 
1996 (the Act), and Office of Management and Budget (OMB) 
Circular A -133, A udits o f  States, L oca l G overnm ents, a n d  N on- 
P ro fit O rganizations (Circular A -133).4 Not-for-profit organiza­
tions may also be affected by other federal, state, and local laws, 
such as laws regulating the registration of not-for-profit organiza­
tions and tax laws affecting their tax-exempt status.
Single Audit Guidance Update
Have there been any updates to single audit guidance in the last year 
that auditors of not-for-profit organizations should be aware of?
1999 Compliance Supplement Revisions Issued
The C om pliance Supp lem en t (the Supplement) is based on the re­
quirements of the Act and Circular A -133, which provide for the 
issuance of a compliance supplement to assist auditors in per­
forming the required audits. It serves to identify existing compli­
ance requirements that the federal government expects to be
3. Although government auditing standards primarily apply to federal financial assistance, 
some states have adopted government auditing standards.
4. Instead o f a single audit, under certain circumstances, program-specific audits may be 
conducted.
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considered as part of an audit in accordance with the Act and 
Circular A-133.
In M ay 1998, the OMB issued the 1998 OMB Circular A -133 
C om pliance Supp lem en t (1998 Supplement), which was effective 
for audits of fiscal years beginning after June 30, 1997. It super­
seded the June 1997 Provisional Supplement and is available on 
the OMB's Web site and from the Government Printing Office 
(GPO) (Stock No. 41-001-0057-2). For the eighty-five programs 
included in the 1998 Supplement, information is included to as­
sist auditors in understanding the federal program’s objectives, 
procedures, and compliance requirements. Part 7 of the Supple­
ment, “Programs Not Included in This Supplement,” provides 
guidance to assist auditors in determining compliance require­
ments relevant to the audit, audit objectives, and suggested audit 
procedures for programs not included in the Supplement.
Keeping its commitment to update the Supplement on a regular 
basis and to continue to expand the number of programs in ­
cluded in it, the OMB has issued a 1999 Supplement. The 1999 
Supplement adds approximately thirty-five additional federal 
programs and provides updates and revisions to existing pro­
grams. Some of the more significant changes in the 1999 Supple­
ment are—
• Removal of the reference to the separate U.S. Department 
of Housing and Urban Development (HUD) Supplement 
for Housing Authorities. HUD had previously issued in­
terim guidance to address the unique requirements of au­
dits of Public and Indian Housing Authorities in the 
“Public and Indian Housing Compliance Supplement for 
Annual Audits of Public Housing Agencies and Indian 
Housing Authorities by Independent Auditors.” W ith the 
1999 revision to the Supplement, this interim guidance is 
no longer applicable. The programs in the existing HUD 
supplement have either been added to the 1999 Supple­
ment or will be covered by Part 7 of the Supplement.
• An addition to Part 3, “Compliance Requirements,” under 
“N. Special Tests and Provisions,” to clarify the auditor’s
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responsibility to test for compliance with the year 2000 
problem in computer systems.
A notice of availability of the 1999 Supplement was published in 
the May 17, 1999 Federal Register. A printed copy can be obtained 
from the GPO (Stock Number 041-001-00522-6) after M ay 28, 
1999. The OMB will also be posting an electronic copy of the 1999 
Supplement on the OMB Web site at http://www.whitehouse.gov/ 
OMB, under the “Grants Management” heading.
Data Collection Form Instructions Clarified
Submission of the data collection form is a key part of completing 
a single audit.5 This form assists the federal government in accumu­
lating information regarding the thousands of single audits that 
are performed. The Federal Audit Clearinghouse (FAC) is the en­
tity that is responsible for receiving data collection forms and re­
port submissions. It is also responsible for m aintain ing the 
database of completed reports. During 1998, the FAC processed 
approximately 22,000 Circular A -133 audits and related data col­
lection forms. The database of the forms is accessible on the FAC 
Web site at http://harvester.census.gov/sac.
The information required to be included in the data collection 
form represents a summary of the information contained in the 
reporting package, including the auditor’s reports and the audi­
tees schedule of expenditures of federal awards. Circular A -133 
requires the auditee to complete and sign certain sections of the 
form that state whether the audit was completed in accordance 
with Circular A -133. Further, information is required to be pro­
vided about the auditee, its federal programs, and the results of the 
audit. The auditor is also required to complete certain sections of 
the data collection form, including information on the results of
5. The data collection form and related instructions are available from the Federal Audit 
Clearinghouse (FAC) in various word-processing packages (that is, Microsoft Word 
and WordPerfect). These electronic versions o f the form are available from the FAC 
Web site at http://harvester.census.gov/sac. Auditors are not permitted to create their 
own electronic version o f the form. The form and instructions can also be obtained 
from the O M B’s Web site at http://www.whitehouse.gov/OMB. A  printed copy can 
also be obtained from the FAC at (888) 222-9907. The form number is SF-SAC. The 
FAC is also currently working on a process for electronic submission. Auditors can 
follow developments on this project by periodically reviewing the FAC Web site.
16
the financial statement audit and the audit of the federal pro­
grams. It is important for both the auditor and auditee to follow 
carefully the detailed instructions that accompany the form.
Unfortunately, most forms submitted in 1998 were rejected the 
first time they were processed due to errors in the information 
provided. As a result, in November 1998, the FAC revised the 
instructions to the form to provide clarifications for the most fre­
quent causes of rejection. Copies of the new instructions, along 
with an extra copy of the form, were mailed to every auditor and 
auditee that submitted a form in the prior year. No changes have 
been made to the data collection form itself. A copy of the revised 
instructions, along with the form, can be found on the FAC Web 
site or on the OM B’s Web site at http://www.whitehouse.gov/ 
OMB. If auditors or auditees have any questions on completing 
the form, they should contact the FAC at (301) 437-1551.
Although there has been a reduction in the frequency of errors, 
the FAC continues to report certain common problems with the 
forms that they are receiving. The FAC staff do not test the data 
provided on the data collection form. However, edit checks are 
built into the processing system to detect common errors. For ex­
ample, if  an item is not filled out completely or if  an answer in 
one part of the form is not consistent with a similar answer in an­
other part, the form is rejected. When this occurs, the FAC re­
turns the form to the auditee with instructions on why the form 
was rejected. The auditee is responsible for correcting the form, 
including signing it again (resignature). Resignature by the audi­
tor is also required if  Part II or III is affected. If the auditee does 
not resubmit a rejected form correctly to the FAC, the FAC 
records will indicate that the auditee has not complied with the 
Circular A -133 audit requirement. The following information 
details some of the continuing problems noted by the FAC and is 
included to help auditors and auditees avoid making similar errors 
in future submissions.
D ollar Threshold to Distinguish Between Type A  and Type B  
(Part III, Item 2, o f  the Form). Many auditors have erroneously 
indicated a dollar threshold of less than $300,000. This is incorrect 
because the floor for the threshold is $300,000. Some auditors
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have also mistakenly indicated two thresholds. Others have mis­
takenly indicated no threshold. In responding to this part of the 
form, the auditor should include the result of Step 1 in the risk- 
based approach (described in section .520(b) of Circular A-133). 
The dollar amount should always be $300,000 or more.
Federal Agencies Required to Receive the Reporting Package 
(Part III, Item 5, o f  the Form). Only federal agencies affected by 
audit findings should be identified as needing to receive a copy 
of the reporting package (described in section .320(d) of Circu­
lar A-133). If no federal agency is required to receive a copy of 
the reporting package, the auditor should mark “None.” Audi­
tees must send the FAC one reporting package for each federal 
agency identified in Part III, Item 5, plus one archival copy for 
the FAC. For example, consider an auditee that has four federal 
awards that were received directly from four federal agencies. 
Further, assume that the current-year single audit resulted in 
audit findings on one of the four federal awards and that the 
summary schedule of prior audit findings included the status of 
a prior-year finding related to a second federal award that had no 
current-year audit findings. In this example, the auditee would 
be required to submit three reporting packages to the FAC— one 
for the FAC to retain as an archival copy, one for the federal 
agency that provided federal awards that had current-year find­
ings associated with them, and one for the federal agency where 
the summary schedule of prior audit findings reported the status 
of a prior-year finding.
A common error has been for auditors to mark all federal agen­
cies that provided funding, regardless of whether there were audit 
findings from awards provided directly by the federal agency. 
Another common error has been to mark “Commerce” because 
the FAC is a part of the Department of Commerce. “Commerce” 
should be marked only if  there are audit findings relating to 
Commerce programs. As a result, reports were sent to the FAC 
that were not needed, causing an unnecessary paper flow from 
the auditee to the FAC and certain federal agencies.
CFDA Number (Part III, Item 6(a), o f  the Form). Failure to in­
clude the Catalog of Federal Domestic Assistance (CFDA) number
18
has also caused many rejected reports. Auditees should consult 
w ith their federal awarding agency or pass-through entity to 
obtain the CFDA number. For research and development pro­
grams that do not have a CFDA number, the auditor should 
enter the federal agency’s two-digit prefix (as listed in appendix 1 
of the data collection form instructions) followed by a period and 
the letters “RD .” For example, a Department of Health and 
Human Services (HHS) research program would be entered as 
“93.RD.” For other programs that do not have a CFDA number, 
the auditor should enter the federal agency’s two-digit prefix (as 
listed in appendix 1 of the data collection form instructions). For 
example, an HHS program would be entered as “93.” Alternately, 
if  a contract number is available (such as 99999) the auditor 
could enter the CFDA number as “93.99999.”
Audit Findings and Questioned Costs (Part III, Item 7, o f the Form).
This section of the data collection form must be completed in its 
entirety for every audit under C ircular A -133, regardless of 
whether audit findings and questioned costs were noted. Also, 
question 7(b) asks the auditor to identify the types of compliance 
requirements. Auditors should note that the only types of compli­
ance requirements that should be listed are those requirements 
with audit findings (including questioned costs) associated with 
them. Some auditors have been incorrectly listing all requirements 
that were tested for a particular program. If no audit findings are 
noted, question 7(b) should be answered with the letter “O.”
Cognizant or Oversight Agency for Audit (Part 1, Item 9, o f  the 
Form). Only recipients expending more than $23 million a year 
in federal awards are assigned a cognizant agency for audit. Because 
this threshold is so large, most auditees have only an oversight 
agency for audit. Sections .400(a) and .400(b) of Circular A-133 
provide guidance on determining the cognizant or oversight agency 
for audit. Most often, the federal awarding agency provides the 
predominant amount of direct funding. Cognizant assignments 
are established every five years. For purposes of the data collec­
tion form, the auditee should identify only one federal agency as 
the cognizant or oversight agency for audit. Further, the cog­
nizant or oversight agency for audit is always a federal agency, and
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a pass-through entity should not be identified as a cognizant or 
oversight agency for audit.
Executive Summary— Single Audit Guidance Update
• The OMB has issued a 1999 revision to the OMB Circular A-133 
Compliance Supplement.
• The instructions to the data collection form have been clarified in an 
attempt to help auditees and auditors fill out the form correctly, so 
the form is not rejected by the FAC.
• The FAC continues to find problems—although in somewhat reduced 
numbers—with the data collection forms that are being submitted.
• Auditors should review the continuing problems with the data collec­
tion form to help avoid making similar errors in future submissions.
President’s Council on Integrity and Efficiency Audit Review 
Guides Expected
It has been almost two years since sweeping changes were made to 
the rules for single audits. The OMB has recently communicated its 
desire to the Inspector General (IG) community for more informa­
tion about the quality of the audits that are being performed. As a 
result, a significant increase in the number of desk reviews and qual­
ity control reviews performed by IGs is expected during the next 
several years. To assist the IGs in performing these reviews, the 
President's Council on Integrity and Efficiency (PCIE) Audit Com­
mittee is expected to issue a revised initial review guide and quality 
control review guide by mid-1999. The guides are being updated to 
reflect the new single audit rules and will be available upon their 
completion on the IG Web site at http://www.ignet.gov.
Among other things, the initial review guide is used by the IGs as 
part of a quality control review in assuring that the audit reports 
issued in a single audit meet applicable reporting standards and 
Circular A -133 reporting requirements. The quality control re­
view guide is used by the IGs as a tool in assuring that the audits 
are conducted in accordance with applicable standards and meet 
single audit requirements. They are both used to identify whether 
any follow-up audit work is needed.
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Upon issuance, auditors should consider reviewing the updated 
guides to gain an understanding of what the IGs will be looking 
for in their reviews to help ensure that their engagements meet 
the criteria identified.
OMB Cost Circulars Update
Have there been any updates to the OMB Cost Circulars that auditors 
may need to be aware of? What are the auditor’s responsibilities with 
respect to the OMB Cost Circulars as part of a single audit?
Auditors involved with audits of federal awards to not-for-profit 
organizations and colleges and universities should be aware that the 
OMB issued revisions to Circular A-122, Cost Principles f o r  Non­
p r o f i t  O rganizations, in M ay 1998, and to OMB Circular A-21, 
Cost Princip les f o r  E ducational Institutions, in October 1998. The 
revisions were published in the June 1, 1998, and the October 27, 
1998, Federal Register and the recompiled Circulars are posted on 
the OMB Web site at http://www.whitehouse.gov/OMB/grants/ 
index.html. The comparison of the various OMB cost principles 
Circulars included in the 1999 Supplement has been updated for 
the 1998 Circular changes (see Part 3 of the Supplement).
The 1998 changes to OMB Circular A-21 include establishing a 
review process for large research facilities, establishing a utility 
cost adjustment, clarifying the computation of use allowance and 
depreciation, and allowing the trustee's travel expenses.
The 1998 changes to OMB Circular A -122 include raising the 
equipment capitalization threshold to $5,000, revising the multiple 
allocation basis methodology to compute indirect cost rates, and 
adding unallowable costs to be consistent with other OMB cost 
principles Circulars.
The various OMB Cost Circulars applicable to not-for-profit orga­
nizations (for example, Circular A-122 and Circular A-21) describe 
selected cost items, allowable and unallowable costs, and standard 
methodologies for calculating indirect cost rates. The following 
describes the auditor's responsibilities with regard to the various 
OMB Cost Circulars in a single audit.
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In addition to the auditor’s responsibilities under G overnm ent Audit­
in g  Standards (GAS) and under SAS No. 54, I llega l Acts o f  Clients 
(AICPA, Professional Standards, vol. 1, AU sec. 317), of generally 
accepted auditing standards (GAAS), related to compliance, 
Circular A -133 requires the auditor to determine whether the au­
ditee has complied with laws, regulations, and the provisions of 
contracts or grant agreements that may have a direct and material 
effect on each of its major programs (herein referred to as compli­
ance requirements). A single audit results in the auditor expressing 
an opinion on the auditees compliance with these compliance 
requirements for each of its major programs. Part 3 of the Compli­
a n ce  Supp lem ent lists and describes the fourteen types of compli­
ance requirements and the related audit objectives that the auditor 
should consider in every audit conducted under Circular A -133, 
with the exception of program-specific audits performed in accor­
dance with a federal agency’s program-specific audit guide. One of 
the types of compliance requirements that the auditor is required 
to consider is allowable costs/cost principles. Part 3 of the Compli­
a n c e  S upp lem en t states that the audit objective for allowable 
costs/cost principles is for the auditor to determine whether the or­
ganization complied with the provisions of the applicable OMB 
Cost Circulars. Part 3 also provides suggested audit procedures for 
testing allowable costs/cost principles. Auditors should refer to the 
Compliance Supplem ent for further information.
Two OMB Circular A-133 Delayed Implementation Provisions 
Become Effective in 1999
When Circular A-133 was originally issued in 1997, the OMB 
allowed a delayed implementation for two provisions. Auditors 
performing Circular A-133 audits should be aware that these pro­
visions become effective in 1999.
The first provision relates to the timing of the submission of the 
reporting package and data collection form by the auditee to the 
FAC. The Circular originally required this submission to be made 
within the earlier of thirty days after receipt of the auditor’s re­
ports or thirteen months after the end of the audit period. How­
ever, for fiscal years beginning after June 30, 1998, the submission
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must be made within the earlier of thirty days after receipt of the 
auditor’s reports or nine months after the end of the audit period. 
Auditors should consider whether this change could affect the 
timing of the audit. For example, a report for the fiscal year end­
ing June 30, 1999, would be due the earlier of thirty days after re­
ceipt of the auditors report or March 31, 2000.
The second provision relates to a restriction on auditors who pre­
pare indirect cost proposals or cost allocation plans. For audits be­
ginning after June 30, 1998, those auditors may not also be selected 
to perform the Circular A-133 audit if the indirect costs recovered 
by the auditee exceeded $1 million. This restriction applies to the 
base year used in the preparation of the indirect proposal or cost 
allocation plan and to any subsequent years in which the resulting 
indirect cost agreement or cost allocation plan is used to recover 
costs. For example, an auditor who prepares an indirect cost pro­
posal or cost allocation plan that is used as the basis for charging in­
direct costs in the fiscal year ending June 30, 1999, is not permitted 
to perform the 1999 single audit (assuming that the indirect costs 
recovered during the prior year exceeded $1 million).
Guidance for Implementing OMB Circular A-133
Has the AICPA issued any nonauthoritative guidance for implementing 
Circular A-133?
The AICPA Practice Aid A uditin g R ecip ien ts o f  F ed era l Awards: 
P ra ctica l G uidance f o r  A pplying OMB C ircu lar A-133, Audits of 
States, Local Governments, and Non-Profit Organizations (Product 
No. 008730)6 to provide auditors of states, local governments, 
and not-for-profit organizations that receive federal awards with 
nonauthoritative practical guidance on auditing and reporting on 
single audits and program-specific audits under—
6. Generally accepted auditing standards (GAAS) requirements are discussed in the 
Practice Aid to the extent that they are necessary to explain the related requirements 
of Government Auditing Standards. Auditors should refer to Statement o f Position 98-3, 
Audits o f  States, Local Governments, and Not-for-Profit Organizations Receiving Federal 
Awards, and relevant AICPA Audit and Accounting Guides, such as Not-for-Profit 
Organizations, Health Care Organizations, and Audits o f  State and Local Governmental 
Units, for additional information.
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• The Single Audit Act Amendments of 1996.
• Circular A -133.
• The 1994 revision of G overnm ent A uditing Standards, issued 
by the comptroller general of the U.S. General Accounting 
Office (GAO). G overnm en t A uditing Standards incorporate 
GAAS issued by the AICPA.
The Practice Aid—
• Presents and discusses the contents of the Single Audit Act 
Amendments of 1996, OMB Circular A -133, and the pro­
visional A -133 C om pliance Supplem ent. (See the next para­
graph for note.)
• Discusses issues relating to procuring audit services for a 
Circular A -133 audit.
• Discusses the planning of the single audit and the selection 
of major programs using the C ircular A-133-mandated 
risk-based approach.
• Discusses audit procedures relating to internal control and 
compliance.
• Discusses the reporting requirements for a single audit.
• Discusses the Circular A -133 requirements for conducting 
and reporting on a program-specific audit.
• Presents a comprehensive case study that applies the Circular 
A -133 requirements to an illustrative auditee.
• When applicable, refers the reader to additional guidance 
in GAAS; GAS; and Statement of Position (SOP) 98-3, 
Audits o f  States, L ocal Governments, a n d  N ot-for-P rofit Or­
gan iza tion s R ece iv in g  F edera l Awards.
• Is provided with a companion booklet that includes addi­
tional materials, such as checklists and sample reports.
Note that the Practice Aid was published before the OMB's is­
suance of the 1998 and 1999 C om pliance Supplem ents. Readers of 
the Practice Aid should review appendix V of the 1998 and 1999
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C om p lian ce S upp lem en ts (which list the changes in each year’s 
Supplement) and any other pronouncements that may affect 
matters addressed in the Practice Aid.
Illustrative Single Audit Information Available on AICPA 
Web Site
Are any of the illustrative reports from SOP 98-3 available in an 
electronic format?
The AICPA has made the illustrative auditor’s reports from 
appendix D of SOP 98-3 available on the AICPA web site at 
http://www.aicpa.org/belt/a133m ain .htm . These illustrations 
can either be viewed or downloaded. It should be noted that the 
electronic versions of the illustrative reports have been updated 
for the issuance of SAS No. 87, R estricting th e Use o f  an  Auditor's 
R eport (AICPA, Professional Standards, vol. 1, AU sec. 532). See 
the related discussion in the section of the Audit Risk Alert titled, 
“New Auditing Standards.”
In addition to the electronic auditor’s reports, the AICPA has also 
included other electronic single audit information on its Web site 
at the address above. For example, electronic versions of the illus­
trative schedules of expenditures of federal awards and schedule 
of findings and questioned costs from appendixes C and E of 
SOP 98-3 are included. Also, a listing of unofficial frequently 
asked questions and answers regarding Circular A -133 is included 
to assist auditors.
Housing and Urban Development Programs
What recent changes have been made by HUD with respect to its 
programs that affect audits of not-for-profit organizations?
HUD has published revised Uniform Financial Reporting Stan­
dards for HUD Housing Programs (see Federal Register, September 
1, 1998) to establish uniform annual financial reporting stan­
dards for HUD’s public housing, section 8 housing, and multi­
family insured housing programs. The rule requires not-for-profit, 
for-profit, and public housing agency project owners of HUD- 
assisted housing (which already, under longstanding regulatory
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and contractual requirements, submit financial information on 
an annual basis to HUD) to submit this information electronically 
to HUD. The rule also requires that the annual financial informa­
tion submitted to HUD be prepared in conformity with gener­
ally accepted accounting principles (GAAP).
Except for public housing agencies (which are discussed sepa­
rately in the rule), the requirement of electronic submission of 
GAAP-based audited financial reports begins for covered entities 
with fiscal years ending December 31, 1998, and later.
The audited financial statements would be required in accor­
dance with the Act and Circular A -133. (See the related discus­
sion titled “Two OMB Circular A -133 Delayed Implementation 
Provisions Become Effective in 1999.”) However, not-for-profit 
project owners will have to submit the required unaudited GAAP 
financial reports, with accompanying information as required by 
HUD, within the sixty days after their fiscal year end, in accor­
dance with the existing requirements of their HUD regulatory 
agreement or contract.
In a January 1999 letter to project owners, HUD granted a one­
time submission extension to the normal sixty-day financial report­
ing requirement for all projects having fiscal year ends between 
December 31, 1998, and March 31, 1999. Those m ultifam ily 
housing projects have until June 30, 1999, to complete the first 
required electronic submission of their annual financial statement 
information. Submission extensions for projects with fiscal year 
ends after March 31, 1999, may be requested through the Finan­
cial Assessment Subsystem (the new electronic reporting system), 
after M ay 31, 1999.
HUD has also established a new HUD Real Estate Assessment 
Center (REAC). REAC was established to—
• Set and apply uniform financial reporting standards for 
HUD’s multifamily housing programs, including a stan­
dard chart of accounts and supplemental compliance data, 
and annual audits of financial statements prepared in con­
formity with GAAP.
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• Provide for electronic submission and processing of annual 
financial statement information and essential supplemental 
compliance data.
• Design and apply objective financial performance and 
compliance measures.
• Advise HUD’s limited program monitoring and enforce­
ment staff of acceptable housing program performers that 
need little or no further attention.
• Refer unacceptable financial performance and compliance 
indicators for possible program intervention or enforce­
ment action by HUD’s field office program staff or newly 
created Enforcement Center.
Extensive information regarding the activities of REAC and 
how they affect HUD programs and audits of HUD programs 
is available on the REAC Web site at http://www.hud.gov/reac. 
Further assistance on the electronic submission requirements is 
available by contacting the REAC Customer Service Center at 
(888) 245-4860.
Department of Education Issues Questions and Answers Document
The U.S. Department of Education (DE) Office of the Inspector 
General released a document, Q uestions a n d  A nswers on OMB  
C ircu lar A-133 As I t Relates to U.S. D epartm en t o f  E ducation P ro­
gram s, to assist auditors in performing audits of certain DE pro­
grams in accordance w ith C ircular A -133. The document is 
available on the Education Department/Office of the Inspector 
General Non-Federal Audit Team Web site at http://home.gvi. 
netAedoig/a133q_a.doc. The questions address such issues as 
testing institutional eligibility, preparing the Schedule of Expen­
ditures of Federal Awards, and other issues related to single audits. 
The document was originally dated September 16, 1998, but will 
be revised and redated as the DE revises its questions and answers. 
It was recently revised in December to clarify certain matters with 
respect to the 1998 Amendment to the Higher Education Act (34 
CFR section 668.14(d)(1)).
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Revisions to Government Auditing Standards
Are there any recent or upcoming revisions to GAS?
The Advisory Council on Government Auditing Standards de­
cided last year that it will recommend topic-specific revisions to 
the GAO on an as-needed basis. Therefore, instead of completely 
reprinting G overnm ent A uditing Standards when a change is made, 
only the new or revised standard will be issued. Periodically, when 
a significant number of changes have been made, the GAO will 
reprint a new codification of its standards.
Two exposure drafts were issued by GAO in the last year that 
would result in changes to the Yellow Book affecting not-for- 
profit organization financial audits. At the time this Audit Risk 
Alert was being written, one had been issued as an amendment to 
the Yellow Book, and one is expected to be issued in the fall of 
1999, as discussed in the following sections.
Amendment on EDP Controls Issued in 1999
On M ay 13, 1999, the first amendment to the 1994 version of 
G overnm en t A ud itin g S tandards was issued. The new standard, 
entitled G overnm ent A uditing Standards: A m endm ent No. 1, D ocu­
m en ta tion  R equirem ents When Assessing C ontrol Risk a t M aximum  
f o r  Controls Significantly D ependent Upon C omputerized Information  
Systems (GAO/A-GAGAS-1) , establishes a new field work standard 
requiring documentation in the planning of financial statement 
audits in certain circumstances. Specifically, the new standard re­
quires auditors to document in the working papers the basis for 
assessing control risk at the maximum level for assertions related 
to material account balances, transaction classes, and disclosure 
components of financial statements when such assertions are sig­
nificantly dependent on computerized information systems. The 
new standard also requires auditors to document their considera­
tion that the planned audit procedures are designed to achieve 
audit objectives and to reduce audit risk to an acceptable level. In 
addition, the standard revises the section titled “Internal Control,” 
in chapter 4 of the 1994 Yellow Book.
28
SAS No. 78, Consideration o f  In tern a l C ontrol in a F inan cia l State­
m en t A udit: An A m endm en t to S ta tem en t on A ud itin g S tandards 
No. 55, requires auditors to document their basis for conclusions 
when control risk is assessed below maximum. However, SAS 
No. 78 does not impose a similar requirement for assessments of 
control risk at maximum. The new standard will impose such a 
requirement for assertions related to material account balances, 
transaction classes, and disclosure components of financial state­
ments when such assertions are significantly dependent on com­
puterized information systems.
The standard also incorporates, where applicable, conforming 
changes to recognize the effect of SAS No. 78 on generally accepted 
government auditing standards for internal control. These changes 
principally consist of updating terminology to conform with SAS 
No. 78 and deleting guidance that is addressed in SAS No. 78, which 
was issued after the 1994 version of G overnment A uditing Standards.
The standard is effective for financial statement audits of periods 
ending on or after September 30, 1999.
An electronic version of the standard can be accessed through the 
GAO’s Internet home page, http:\\www.gao.gov, from the GAO 
Policy and Guidance Materials or the Special Publications sections 
of the GAO site, or d irectly at http:Wwww.gao.gov/govaud/ 
ybk01.htm. Printed copies of the standard can be obtained from 
the Superintendent of Documents at the U.S. Government Print­
ing Office (GPO) by calling (202) 512-1800 or accessing the 
GPO Web site
Auditor Communication Exposure Draft
This exposure draft, A uditor C om m un ica tion , was issued in July 
1998. A final standard is expected in the fall of 1999. Once issued, 
it w ill likely add a field work standard and amend an existing 
reporting standard to improve auditor communications with the 
auditee and users of the reports. Specifically, the new standard is 
expected to require specific communication with the auditee, in­
dividuals contracting for or requesting the auditors services, and
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the audit committee regarding the scope of compliance and internal 
control work to be performed. The new standard is also expected 
to require the auditor to emphasize in the auditor’s report on the 
financial statements the importance of the reports on compliance 
with laws and regulations and internal control over financial re­
porting when these reports are issued separately from the report 
on the financial statements.
Other topics on the council’s agenda for the next year include au­
ditor independence and performance auditing. Exposure drafts 
could possibly be issued in these areas. Watch future issues of the 
Jou rn a l o f  A ccountancy and the CPA Letter for status updates.
Religious Liberty and Charitable Donation Protection Act of 1998
How does the Religious Liberty and Charitable Donation Protection Act 
of 1998 affect not-for-profit organizations and their auditors?
The Religious Liberty and Charitable Donation Protection Act of 
1998 (Public Law 105-183) offers some protection to charitable 
organizations that receive contributions from bankrupt or soon- 
to-be bankrupt individuals. As a result of the new law, the orga­
nization may be able to keep donations made by such individuals 
in cases in which the not-for-profit organization previously would 
have had to return the assets to the bankrupt estate. Assuming the 
transfers were not made for fraudulent reasons, charitable contri­
butions are allowed for up to 15 percent of the individual’s in­
come in the year before bankruptcy filing. Donors can continue 
to make contributions after filing for bankruptcy. If clients receive 
contributions from donors who have filed or are soon to file 
bankruptcy, they may need to assess their ability to retain these 
contributions or their ability to collect receivables. Some of these 
assessments may be affected by the Religious Liberty and Chari­
table Donation Protection Act of 1998.
State and Local Issues
State and local laws concerning not-for-profit organizations con­
tinue to change. Some states have enacted or are revising existing
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laws concerning not-for-profit organization registration or licensing 
requirements; annual reporting requirements; charitable solicita­
tion, registration, and disclosure requirements; charitable gift an­
nuity registrations; and limitations on fund-raising expenses. Some 
states are actively lim iting expenditures of the amounts raised 
within the state for disaster relief so they are used only for the pur­
poses for which the contributions were raised. Some states have in­
creased efforts to have not-for-profit organizations pay property 
taxes, collect and remit sales and use taxes, or make other payments 
in lieu of such taxes. Organizations soliciting contributions or sell­
ing products on the Internet may be deemed to be doing business 
in the states from which the sales are initiated, creating a nexus to 
those states and, perhaps, the responsibility to collect and remit 
state sales taxes as well as other filing responsibilities.
The American Association of Fund-Raising Counsel, Inc. (AAFRC) 
publishes its Annual Survey o f  State Laws R egulating Charitable Solic­
ita tions (available for $35). Copies of this publication can be ob­
tained by writing to the AAFRC, Suite 820, at 25 West 43rd Street, 
New York, NY 10036, or by calling (212) 354-5799.
Uniform Registration Form for Fund-Raising and 
Compliance With Mailing Requirements
Not-for-profit organizations are required to register and file with 
the appropriate authorities in most states in which they either 
have a physical presence or solicit contributions. As a result of a 
project started by the National Association of State Charity Offi­
cials, in conjunction with the National Association of Attorneys 
General and a consortium of not-for-profit groups, thirty-one 
states to date have adopted a uniform registration statement, with 
a view toward easing the administrative burden on organizations 
that are required to register in more than one state. A copy of the 
unified registration statement can be found on the Internet Non­
profit Center Web site at www.nonprofits.org/library/gov/urs.
Most states have statutes that include compliance requirements 
for certain mailings, such as charitable solicitations and sweep- 
stakes. Some states have increased efforts to enforce those statutes.
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(Also, organizations may be required to withhold taxes on and file 
information about sweepstakes prizes under IRS requirements.) 
Auditors should be aware of the existence of such filing require­
ments and statutes and their potential impact on not-for-profit 
organizations and their financial statements.
Adverse publicity resulting from an organizations failure to com­
ply with each states registration and mailing requirements could 
adversely affect the amounts some donors are w illing to con­
tribute. Also, though it is unlikely, such noncompliance could be 
an illegal act that may have a direct and material effect on the 
determination of financial statement amounts. SAS No. 54 dis­
cusses the nature and extent of the consideration the auditor 
should give to the possibility of illegal acts and provides guidance 
on the auditor's responsibilities if  a possible illegal act is detected.
State Regulations Regarding Registered Fund-Raisers
In a number of states, there is increased activity to regulate fund­
raising consultants. For example—
• Minnesota sued a fund-raiser and the not-for-profit orga­
nization for sending out deceptive and misleading appeals 
to raise funds for local cancer prevention, detection, and 
education programs that never occurred. The settlements 
in this case resulted in fines and various conditions being 
imposed on the not-for-profit organization and the fund­
raiser, including that the fund-raiser investigate its clients 
to ensure they have genuine educational programs and in­
dependent and functioning boards.
• In California, a new law has been enacted that expands the 
definition of a commercial fund-raiser and requires regis­
tration, an annual registration fee, and disclosure by cer­
tain out-of-state fund-raising consultants, including those 
who provide only advice on how to fund-raise.
• In Utah, a federal district court has upheld a state law re­
quiring registration, the payment of a registration fee, and 
maintenance of a bond or letter of credit by out-of-state
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fund-raising consultants, including those not involved in 
soliciting. An appeal has recently been filed.
• In Florida, a federal judge granted a summary judgment in 
favor of Pinellas County, Florida (the County). In that case, 
a professional fund-raiser from another state objected to 
the requirement to register with the County before solicit­
ing charitable donations within the County.
Auditors should be aware of the effects of such acts on their 
clients, including the possibility that there has been an illegal act 
that may have a direct and material effect on the determination of 
financial statement amounts.
Full Disclosure in Charity Promotions
Some not-for-profit organizations enter into marketing arrange­
ments with commercial enterprises in which the not-for-profit 
organization receives money when the commercial entity sells its 
products. For example, a potential customer may be told that for 
each long-distance phone call made through a particular long­
distance phone company, the company will make a contribution 
to one of a group of not-for-profit organizations. However, in 
many of these arrangements, the customer is given insufficient 
information about the benefits to the not-for-profit organizations 
to make an informed decision about purchasing the product. A 
number of state laws require explicit disclosure regarding the per­
centage paid to the not-for-profit organization, and some require 
the promotion to state the total dollar amount that the not-for- 
profit organization expects to receive. However, many corpora­
tions and not-for-profit organizations fail to provide the required 
information and include only a vague description of the benefit 
to the not-for-profit organizations, such as “a portion of the profits.” 
Although these violations have not been enforced much in the 
past, the possibility exists that states will be more active in enforcing 
their rules and applying the penalties. This would mean a con­
cern for the auditor and client about both adverse publicity and 
the effects on the financial statement amounts resulting from an 
illegal act, pursuant to SAS No. 54.
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IRS Activities
What are some of the current tax issues that may affect audits of 
not-for-profit organizations?
Auditors should be aware of applicable tax laws and regulations 
and their potential impact on not-for-profit organizations and 
their financial statements. An organizations failure to maintain its 
tax-exempt status could have serious tax consequences and affect 
both its financial statements and related disclosures, and it could 
possibly require modification of the auditor’s report. Failure to 
comply with tax laws and regulations could be an illegal act that 
may have a direct and material effect on the determination of finan­
cial statement amounts. SAS No. 54 discusses the nature and ex­
tent of the consideration the auditor should give to the possibility 
of illegal acts and provides guidance on the auditor’s responsibilities 
when a possible illegal act is detected. Also, auditors are reminded 
that not-for-profit organizations are required to apply Financial 
Accounting Standards Board (FASB) Statement of Financial 
Accounting Standards No. 109, A ccou n tin g  f o r  In com e Taxes 
(FASB, C urrent Text, vol. 1, sec. I27), in accounting for income 
taxes that result from the organization’s activities.
Charitable Split-Dollar Life Insurance
The IRS has been reviewing the use of a controversial method of 
making contributions to not-for-profit organizations— charitable 
split-dollar life insurance arrangements. In one common varia­
tion of this arrangement, the donor seeks to minimize federal in­
come and estate taxes by making an annual contribution to the 
not-for-profit, which in turn uses the money, or most of the 
money, to pay all or most of the premium on a policy insuring 
the donor’s life. Along with the donation, the donor provides the 
not-for-profit with a letter stating the not-for-profit organization 
can use the donated funds any way it wishes, and the donor takes 
a tax deduction. The policy is held by a separate life insurance 
trust, the beneficiaries of which are the donor’s heirs. Upon the 
donor’s death, a portion of the death benefit is paid to the not- 
for-profit. However, the heirs may receive the bulk of the policy 
proceeds in addition to the cash value.
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In addition to the IRS looking at these arrangements, members 
of the House Ways and Means Committee have introduced legis­
lation (HR 630 and HR 572, which are available on the Library 
of Congress Web site at http://thomas.loc.gov) that would restrict 
the use of these arrangements, through such means as imposing a 
financial penalty on not-for-profit organizations participating in 
these plans.
Among the possible concerns regarding the use of charitable split- 
dollar life insurance are—
• The donor may be receiving an improper financial benefit 
in exchange for the contribution.
• A not-for-profit organization may be providing acknowl­
edgements to the donor that do not accurately reflect the 
benefit to the donor.
• The arrangement may represent an abuse of the charitable 
contribution deduction.
• The not-for-profit organization may be providing an accom­
modation to the donor and getting relatively little benefit 
from the transaction.
Regulation in this area could have a significant impact on clients 
that have entered into charitable split-dollar life insurance arrange­
ments. Auditors should continue to monitor events in this area.
IRS Focus on Joint Ventures
Increasingly, tax-exempt hospitals have joined forces with for- 
profit entities to enlarge the resource base available with which to 
provide quality, low-cost health care to the public. In connection 
with joint ventures of this type, concerns arise about whether a 
hospital could jeopardize its tax-exempt status or be subjected to 
the unrelated business income tax.
The IRS has indicated that its Coordinated Examination Program 
(CEP), which involves audits of such large, complex exempt orga­
nizations as not-for-profit hospitals, will focus more on such joint 
ventures between tax-exempt organizations and taxable entities. 
CEP audits will be a major component of the IRS Exempt Organi­
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zations Division’s work plan for this fiscal year and likely for the 
next fiscal year as well.
This is a follow-up to the IRS’s release of Revenue Ruling 98-15, 
in which two situations involving whole hospital joint ventures 
between tax-exempt hospitals and taxable entities are discussed. 
According to the ruling, an Internal Revenue Code (IRC) section 
501(c)(3) organization may form and participate in a partnership 
arrangement if—
1. Such participation furthers a charitable purpose.
2. The partnership arrangement permits the exempt organi­
zation to act exclusively in furtherance of its exempt pur­
pose and only incidentally for the benefit of the for-profit 
partners.
The ruling’s central message appears to be that the analysis is one 
of facts and circumstances; the fundamental issue is whether the 
exempt participant has sufficient control to ensure that the ven­
ture will be operated in an exempt manner and to prevent private 
inurement or impermissible private benefit.
Intermediate Sanctions
IRC section 4958 provides for the imposition of an excise tax of 
25 percent of an excess benefit given to a disqualified person. The 
tax is imposed on the disqualified person and not the organization. 
Organization managers who knowingly participate in an excess- 
benefit transaction are subject to an excise tax of 10 percent. Fur­
ther, an additional excise tax may be imposed on a disqualified 
person who does not make the organization whole by undoing 
the excess-benefit transaction.
In July 1998, the IRS issued proposed regulations 53.4958, which 
define disqualified persons and excess benefit transactions, as well 
as set forth rules regarding reliance on the advice of council.
The AICPA has issued comments to the IRS suggesting clarifica­
tions and other changes to make the regulations less subjective. The 
AICPA’s comments on the proposed rules on intermediate sanctions 
can be found on the AICPA Web site at www.aicpa.org/letters.
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Reversal of United Cancer Council Decision
The U.S. Court of Appeals for the Seventh Circuit, in United Cancer 
Council, Inc. v. Commissioner o f  In terna l Revenue, reversed and re­
manded to the Tax Court the decision in a case involving the use of 
a professional fund-raiser by the United Cancer Council (UCC). 
(An appeal to the Supreme Court is possible.)
The UCC had hired a fund-raiser that raised $28.8 million in 
donations, but only $2.3 m illion went to the U C C ; the rest 
went to the fund-raiser. Although the IRS conceded that the 
contract between the not-for-profit organization and the fund­
raiser was negotiated at an arm’s-length basis, the IRS contended 
that the contract was so advantageous to the fund-raiser and so 
disadvantageous to the UCC that the not-for-profit organization 
must be deemed to have surrendered the control of its opera­
tions and earnings to the fund-raiser. In 1997, the Tax Court up­
held the IRS’s revocation. The Tax Court found, despite the 
fund-raiser being a third party, it had risen to the level of “in­
sider” as a result of the terms of the contract, and that under the 
contract, the compensation to the fund-raiser was excessive, re­
sulting in inurement.
In February 1999, the Seventh Circuit reversed the decision of the 
Tax Court and remanded the case to be considered on another issue 
not resolved by the Tax Court. In reversing the decision, the Seventh 
Circuit stated that it found nothing in the contract to support the 
IRS’s theory and the Tax Court’s finding that the fund-raiser seized 
control of the UCC and by doing so became an insider, triggering 
the inurement provision and destroying the exemption.
Auditors should be aware of this issue and the potential for poorly 
drafted contracts to result in private inurement and a loss of tax- 
exempt status. To help avoid private inurement issues, contracts 
should be drafted so the third party cannot be deemed to exercise 
control of the not-for-profit organization.
Travel Tours
The IRS has placed additional emphasis on travel tours con­
ducted by exempt organizations. Specifically, the issue is whether
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the recreational and social aspects of the tour outweigh the edu­
cational aspects. Many in the commercial travel industry believe 
that tax-exempt organizations are competing unfairly in the travel 
tour business.
The IRS has issued proposed regulations 1.513-7, giving four ex­
amples illustrating which tour activities m ight be exempt and 
which m ight give rise to unrelated business taxable income 
(UBTI). The IRS’ determination of whether a tour gives rise to 
UBTI appears to involve—
• Scheduled instruction.
• Established curriculum.
• Required minimum time commitment for organized study.
• Report preparation.
• Lectures by instructors.
• Mandated examinations.
• Availability of academic credit.
These factors should be considered whether the exempt organiza­
tion operates the tour directly or merely receives a fee from a 
travel agency for each member who signs up.
The AICPA’s comments on the proposed rules on exempt organi­
zation travel and tour activities can be found on the AICPA Web 
site at www.aicpa.org/letters/touregs2.htm.
College Golf Courses
In a letter ruling (TAM 9645004), the IRS ruled that golf course 
fees from alumni, spouses, donors, and guests were UBTI. The 
IRS said that such people were part of the general public and 
that their use of facilities did not accomplish any exempt educa­
tional purpose. Colleges, universities, or other large tax-exempt 
institutions should analyze revenue from such sources as golf 
courses, computer centers, athletic facilities, auditoriums, or book­
stores for possible UBTI arising from alumni, spouses, donors, 
and guests.
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Penalties for the Abuse of Tax Shelters Apply to 
Not-for-Profit Organizations
According to the IRS’ 1999 Exempt O rgan iza tion s C on tin u in g  
Professional E ducation Technical In stru ction  P rogram  (published by 
the IRS Exempt Organization division for its employees), chari­
ties and certain individuals that use misleading or deceptive fund­
raising techniques can face penalties for promoting abusive tax 
shelters (IRC section 6700) and aiding and abetting tax under­
statement (IRC section 6701). Among the examples in the manual 
is one in which the organization solicits used vehicles and provides 
misleading or false valuations for donated vehicles in acknowledg­
ments to donors.
The material in the Technical Instruction Program is designed 
specifically for training purposes only and is not to be used or 
cited as authority for setting or sustaining a technical position. It 
is available on the IRS Web site at http://www.irs.ustreas.gov/ 
prod/bus_info/eo.
IRS Regulations on Disclosure
Final regulations were released April 9, 1999, relating to tax- 
exempt organization disclosure requirements under IRC section 
6104(e), which require exempt organizations to provide copies of 
their exemption applications and three most recent information 
returns upon request. The new public disclosure rules, which take 
effect on June 8, 1999, provide that—
1. Requests made in person generally must be responded to 
immediately.
2. Written requests must be responded to within thirty days.
Reasonable fees to cover administrative costs for postage and repro­
duction are permissible. Exceptions to this rule are provided if—
1. The documents are requested to harass an organization; 
however, the IRS has indicated that harassment campaigns 
probably will be “narrowly construed.”
2. The documents are made “widely available” (that is, making 
materials available via electronic means, such as the Internet).
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Failure to comply with the public inspection rules could result in 
a $20-per-day penalty (subject to a $10,000 maximum), with a 
$5,000 penalty for willful failure.
The Omnibus Consolidated and Emergency Supplemental Appro­
priations Act of 1998 extends the new disclosure rules to private 
foundations. However, until regulations are issued covering dis­
closures by private foundations, the existing private foundations 
disclosure rules will remain in effect. The IRS is expected to issue 
proposed regulations relating to disclosure requirements for private 
foundations during 1999.
Contributing Stock to a Private Foundation
Through June 30, 1998, a donation of “qualifying appreciated 
stock” to a private foundation was deductible by the donor at fair 
market value (rather than the donor’s basis). The gift must have 
been publicly traded stock that would have produced long-term 
capital gains if  sold and no more than 10 percent of the corpora­
tion’s stock could be given to the foundation by the donor and 
the donor’s family (including prior contributions). Although this 
provision (IRC section 170(e)(5), as amended) had expired on 
June 30, 1998, it has been made permanent and retroactive to all 
contributions of qualified appreciated stock made on or after July 1, 
1998, by the Omnibus Consolidated and Emergency Supplemen­
tal Appropriations Act of 1998 (Public Law 105-277).
Transfers of Assets to Exempt Entities
The IRS has issued final regulations under IRC section 337(d). 
These regulations discuss the tax treatment for situations when a 
taxable corporation transfers all or substantially all its assets to a 
tax-exempt entity and when a taxable corporation changes its status 
to a tax-exempt entity. Other matters covered include the effect 
of use by the tax-exempt entity of the assets in an activity that 
produces UBTI. The regulations were published in the December 
29, 1998, Federa l Register.
Donor-Advised Funds
Recent news articles have noted that Congress and the IRS are con­
cerned about whether commercially sponsored donor-advised funds
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are subject to sufficient oversight. These funds, like community 
foundations, allow donors to make contributions to funds main­
tained by a not-for-profit organization, claim a charitable deduc­
tion, and then recommend whether and to whom the funds 
should be distributed. One concern is that these funds, unlike 
private foundations, are not required to distribute any minimum 
amount of assets. Another concern is that donors may be allowed 
to maintain too much control. Among the possible solutions men­
tioned is the creation of a new category of not-for-profit organiza­
tion to include organizations such as commercially sponsored 
donor-advised funds and traditional community foundations, with 
their own set of rules, including minimum distribution rules simi­
lar to those governing private foundations. In addition to monitor­
ing legislative and regulatory events in this area, readers can refer to 
an article in the 1999 Exempt Organizations C ontinu ing Professional 
Education Technical Instruction Program.
Audit and Attestation Issues and Developments
Restricted-Use Reports
What new guidance has been issued with respect to restricted-use 
reports and how will this affect audits of not-for-profit organizations?
SAS No. 87, R estrictin g th e Use o f  an A uditors R eport, was issued 
in September 1998 by the Accounting Standards Board (ASB) 
and is effective for reports issued after December 31, 1998.
Two restricted-use reports commonly issued by auditors of not- 
for-profit organizations will be affected by SAS No. 87:
1. Report on compliance and on internal control over finan­
cial reporting based on an audit of financial statements 
performed in accordance with GAS
2. Report on compliance w ith requirements applicable to 
each major program and internal control over compliance 
in accordance with OMB Circular A -133
SAS No. 87 provides guidance to auditors in determining whether 
an engagement requires a restricted-use report and, if  so, what
41
elements to include in that report. The SAS states that an auditor 
should restrict the use of a report if  the following occurs.
• The subject matter of the auditors report or the presenta­
tion being reported on is based on measurement or disclo­
sure criteria contained in contractual agreements or regulatory 
provisions that are not in conformity with GAAP or an 
other comprehensive basis of accounting (OCBOA).
• The accountant’s report is based on procedures that are 
specifically designed and performed to satisfy the needs of 
specified parties who accept responsibility for the suffi­
ciency of the procedures.
• The auditor's report is issued as a by-product of a financial 
statement audit and is based on the results of procedures 
designed to enable the auditor to express an opinion on the 
financial statements taken as a whole, not to provide assur­
ance on the specific subject matter of the report.
In addition to describing the circumstances in which the use of an 
auditor’s report should be restricted, SAS No. 87, among other 
things, defines the terms g en era l use and restricted  use, specifies the 
language to be used in restricted-use reports, and requires an audi­
tor to restrict a single combined report if  it covers subject matter 
or presentations that ordinarily do not require a restriction on use 
and subject matter or presentations that require such a restriction. 
SAS No. 87 permits auditors to include a separate general-use re­
port in a document that also contains a restricted-use report.
The SAS provides that an auditor’s report that is restricted as to 
use should contain a separate paragraph at the end of the report 
that includes the following elements:
1. A statement indicating that the report is intended solely for 
the information and use of the specified parties
2. An identification of the specified parties to whom use is 
restricted
3. A statement that the report is not intended to be and should 
not be used by anyone other than the specified parties
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An example of such a paragraph is the following:
This report is intended solely for the information and use of 
[the specified parties] and is not intended to be and should not 
be used by anyone other than these specified parties.
The report may list the specified parties or refer the reader to the 
specified parties listed elsewhere in the report. The SAS provides 
that for reports on engagements performed in accordance with 
the OMB Circular A-133, the specified parties may be identified 
as “federal awarding agencies and pass-through entities.”
Among the conforming changes needed as a result of this SAS is 
that the sentence “However, this report is a matter of public 
record and its distribution is not limited” in paragraph 331 of SAS 
No. 73, E ngagem ents to Apply A greed-Upon P rocedures to S pecified  
E lements, A ccounts, o r  I tem s o f  a  F in a n cia l S ta tem en t (AICPA, 
Professional Standards, vol. 1, AU sec. 622), and in footnote 7 of 
SAS No. 62, Specia l Reports (AICPA, Professional Standards, vol. 
1, AU sec. 623), will be deleted, and should no longer be added 
to auditor’s reports. As a result, certain reports included in AICPA 
SOP 98-3 will change.
To help CPAs update their restricted-use reports, SAS No. 87 
contains an appendix identifying affected restricted-use reports in 
the SASs and in the AICPA Audit and Accounting Guides.
1999 Audit and Accounting Guide Revisions
The following list shows some of the revisions that will be included 
in the AICPA Audit and Accounting Guide N ot-for-Profit Organi­
zations with conforming changes as of May 1, 1999. The revisions 
made include those to reflect the issuance of the following:
• SAS No. 87
• Statement on Standards for Attestation Engagements 
(SSAE) No. 9, A m endm ents to S ta tem en t on Standards f o r  
A ttestation E ngagem ents Nos. 1, 2, a n d  3  (amending SSAE 
Nos. 1 [AICPA, Professional Standards, vol. 1, AT sec 100]; 2 
[AICPA, Professional Standards, vol. 1, AT sec. 400]; and 3 
[AICPA, Professional Standards, vol. 1, AT sec 500])
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• FASB Statement No. 133, A ccoun ting f o r  D eriva tive Instru­
m en ts a n d  H edgin g A ctivities (FASB, C urren t Text, vol. 1, 
sec. D50)
Additionally, as a result of the following SOPs, sections were added 
to discuss the issues covered by them:
• SOP 98-1, A ccoun tin g f o r  th e Costs o f  C om pu ter S o ftw are 
D evelop ed  o r  O bta in ed  f o r  In tern a l Use
• 98-3, R eportin g th e Costs o f  Start-Up A ctivities
Analytical Procedures
What are some of the areas of concern when applying analytical 
procedures in audits of not-for-profit organizations?
Analytical procedures are required to be used in the planning and 
overall review stages of the audit according to SAS No. 56, Ana­
ly tica l P rocedures (AICPA, Professional Standards, vol. 1, AU sec. 
329). In addition, in some cases, analytical procedures can be 
more effective or efficient than tests of details for achieving par­
ticular substantive testing objectives. Auditors should be aware of 
the need to have analytical procedures performed by staff with 
sufficient industry expertise to properly evaluate the results, par­
ticularly when analytical procedures are being performed in lieu 
of other substantive auditing procedures.
In performing analytical procedures, the auditor compares 
amounts or ratios w ith expected results developed from such 
sources as the following:
• Prior-period financial information
• Budgets or forecasts
• Relationships among elements of financial information in 
the same period
• Relationships among financial and nonfinancial data
• Industry data compiled by services
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Some of the more significant financial ratios for a not-for-profit 
organization are the following:
• Net assets by class
• Current ratio
• Receivables to revenues (by activity)
• Program expenses to total expenses
• Fund-raising expenses to contribution revenue
• Fund-raising expenses to total expenses
• Personnel expenses to total expenses
Other types of analytical procedures often used in a not-for-profit 
organization environment involve revenue-producing activities 
and the costs associated with revenue-producing activities.
Two factors may increase the usefulness of certain comparisons 
that can be used by the auditor when performing analytical pro­
cedures in an audit of a not-for-profit organization. First, as the 
accounting for not-for-profit organizations has become more 
uniform as a result of recent accounting pronouncements (such as 
FASB Statement No. 116, A ccoun tin g f o r  C on tribu tions R ece iv ed  
a n d  C ontribu tions M ade [FASB, C urrent Text, vol. 2, sec. No5]; 
FASB Statement No. 117, F inan cia l S tatem ents o f  N ot-for-P rofit 
O rganizations [FASB, C urren t Text, vol. 2, sec. No5]; and SOP 
98-2, A ccoun tin g f o r  Costs o f  A ctivities o f  N ot-for-P rofit O rganiza­
tions a n d  State a n d  L ocal G overnm en ta l Entities That In clu d e F und  
Raising), comparability may be improved among organizations, 
and thus increase the effectiveness of analytical procedures in­
volving comparisons with compiled “industry” data. Addition­
ally, the increase in information on the Internet may provide 
additional sources of information for auditors seeking data for 
use in these analytical procedures, though industry statistics may 
still be difficult to obtain. Appropriate industry statistics may be 
available from various member groups (for example, groups for 
private schools or cultural institutions) or from organizations,
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such as the American Society of Association Executives, some of 
which are listed in the appendix to this Alert.
Despite improved comparability brought about by changes in 
accounting standards and more readily available data, auditors 
may still face some difficulties when attem pting to compare 
client-generated information with industry statistics. Informa­
tion on not-for-profit organizations may be difficult to compare 
because not-for-profit organizations (1) operate in such a wide 
variety of areas, including social service organizations, museums, 
membership associations, performing arts organizations, foun­
dations, colleges, and others; (2) exist in a wide variety of sizes; 
and (3) have other differences. Those differences result in a di­
versity in industry statistics pertaining to financial information 
for not-for-profit organizations. For example, in the area of pro­
gram-expense-to-overall-expense ratios, a smaller not-for-profit 
may have higher levels of management and general expenses 
than a larger organization. Also, even organizations of similar 
size can vary widely with respect to program-expense-to-overall- 
expense ratios. M any factors can affect the amount of nonpro­
gram expense, such as the organization’s structure and the nature 
of the services performed. In some cases, comparisons with bud­
get and prior year may be more relevant than comparisons with 
other organizations.
The AICPA has developed a new Auditing Practice Release, Ana­
ly tica l P rocedures (Product No. 021069), to provide guidance on 
the effective use of analytical procedures, with emphasis on ana­
lytical procedures as substantive tests. It includes a discussion of 
SAS No. 36, the underlying concepts and definition, a series of 
questions and answers, and an illustrative case study.
Consideration of Fraud in a Financial Statement Audit
What types of issues should auditors of not-for-profit organizations be 
aware of with respect to client fraud?
Increasingly, the financial affairs of not-for-profit organizations 
are subject to scrutiny by different groups. Not-for-profit organi­
zations are facing increasing pressure to meet certain expectations
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with respect to “watch dog” groups that monitor how different 
organizations use their resources. Also, there has been an increase in 
the availability of their Form 990s (including posting on the Inter­
net) to donors, regulators, journalists, and others. Because the image 
of the not-for-profit organization has such a significant impact on a 
donor's willingness to contribute, negative financial press can signif­
icantly decrease future contributions. As a result, the not-for-profit 
organization may feel pressure to report certain financial results at 
certain levels even though they result in a material misstatement.
In addition to aforementioned pressures, additional factors that 
not-for-profit organizations face include the use of significant 
numbers of volunteer workers who may not be properly trained 
or supervised, pressure to keep down managerial expenses result­
ing in inadequate internal control, numerous locations at which 
contributions are collected, boards of directors who believe that 
those involved w ith the charity would not act in a deceptive 
manner, inexperienced accounting staff, and reliance on board 
members to help in obtaining needed goods and services, resulting 
in related-party transactions. Auditors may need to consider such 
issues as part of their assessment of the risk of material misstatement 
due to fraud, as required by SAS No. 82, Consideration o f  F raud in a 
F inancia l S tatem ent A udit (AICPA, Professional Standards, vol. 1, 
AU sec. 316).
SAS No. 1, section 110, Responsibilities a n d  Functions o f  th e Ind e­
p en d en t  A uditor (AICPA, P rofessiona l Standards, vol. 1, AU sec. 
110), states that “the auditor has a responsibility to plan and per­
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement, whether 
caused by error or fraud.” SAS No. 82 provides guidance to audi­
tors in fulfilling that responsibility, as it relates to fraud, in an audit 
of financial statements conducted in accordance with GAAS. 
Specifically, SAS No. 82—
• Describes fraud and its characteristics.
• Requires the auditor to specifically assess the risk of material 
misstatement due to fraud and provides categories of fraud 
risk factors to be considered in the auditor's assessment.
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Provides guidance on how the auditor responds to the results 
of the assessment.
• Provides guidance on the evaluation of audit test results as 
they relate to the risk of material misstatement due to fraud.
• Describes related documentation requirements.
• Provides guidance regarding the auditor’s communication 
about fraud to management, the audit committee, and others.
The following are a few of the many risk factors discussed in SAS 
No. 82 that may exist in a particular not-for-profit organization 
audit client:
• Domination of management by a single person or small 
group without compensating controls, such as effective 
oversight by the board of directors or audit committee
• Inadequate monitoring of significant controls
• High turnover of senior management, counsel, or board 
members
• New accounting, statutory, or regulatory requirements that 
could impair the financial stability or profitability of the entity
• Large amounts of cash on hand or processed
• Lack of appropriate management oversight (for example, 
inadequate supervision or monitoring or remote locations)
• Lack of appropriate segregation of duties or independent 
checks
Among its provisions, SAS No. 82 provides guidance on how the 
auditor responds to the results of the risk assessment. Specific re­
sponses to the results of the assessment might include the assign­
ment of more senior or experienced personnel to plan and perform 
certain auditing procedures, increased sensitivity in the selection of 
the nature and extent of documentation to be examined, and in­
creased recognition of the need to corroborate management explana­
tions or representations concerning material matters. Additional 
guidance on the response to the presence of fraud risk factors is
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contained in SAS No. 82 and in the AICPA publication Consid­
er in g  F raud in  a F inan cia l S ta tem en t Audit: P ra ctica l G uidance f o r  
A pplying SAS No. 82  (Product No. 008883). Auditors may also be 
interested in the continuing professional education courses Apply­
in g  F raud SAS No. 82 in  G overnm en t a n d  N ot-for-P rofit O rganiza­
tion s  (Product No. 735130) and C on sid era tion  o f  F raud  in  a 
F in a n cia l S ta tem en t A udit: The A ud ito r ’s R espon sib ilities U nder 
SAS No. 82  (Product No. 732046, text version, or Product No. 
738080, CD-ROM version).
Acts of Volunteers
What are some of the issues auditors should be aware of with respect 
to the use of volunteers and the application of the Volunteer Protection 
Act of 1997?
A recent case in Washington State highlights that not-for-profit 
organizations should not rely on the Volunteer Protection Act of 
1997 to shield the organization from liability for the negligent 
acts of its volunteers. This law provides some liability protection 
to individual volunteers, rather than to the organization. In Jason  
S co tty . Ross e t  al . , the U.S. Court of Appeals of the Ninth Circuit 
upheld a verdict that a not-for-profit organization, Cult Awareness 
Network (CAN), was liable for the negligent acts of one of its 
volunteers. Because many not-for-profit organizations use volun­
teers, auditors should be aware that there is a possibility that the 
actions of a volunteer could result in a liability for the client.
Signed into law in 1997, the Volunteer Protection Act (the Act) 
protects volunteers from liability for negligent acts or omissions 
while acting within the scope of their responsibilities. It does not 
protect volunteers from liability for gross negligence or willful or 
criminal misconduct. It also does not protect the not-for-profit 
organization to which the volunteer provides the service. The 
Act, coupled with an already increasing stream of volunteers, 
places more emphasis on the need for not-for-profit organiza­
tions to train and supervise volunteers properly for both opera­
tional and financial reasons. Auditors should consider whether 
not-for-profit organizations have adequate internal control relat­
ing to the proper training and supervision of volunteers to m ini­
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mize the organization’s potential exposure to liabilities from the 
actions of volunteers.
A weakness in this regard might suggest an increased risk of a 
condition, situation, or set of circumstances indicating an uncer­
tainty about the possible loss to an entity arising from litigation, 
claims, and assessments, pursuant to SAS No. 12, Inqu iry  o f  a 
C lien t’s L aw yer C on cern in g  L itiga tion , C laims, a n d  A ssessments 
(AICPA, Professional Standards, vol. 1, AU sec. 337).
It is also possible that a volunteer can be involved in an illegal act, 
as discussed in SAS No. 54. The term il lega l acts as used in that 
SAS refers to violations of laws or governmental regulations. Illegal 
acts by clients are acts attributable to the entity whose financial 
statements are under audit or acts by management or employees 
acting on behalf of the entity.
In addition to other matters, the SAS explains that the auditor's re­
sponsibility to detect and report misstatements resulting from ille­
gal acts having a direct and material effect on the determination of 
financial statement amounts is the same as that for misstatements 
caused by error or fraud as described in footnote 1 in SAS No. 1.
Exchange Transactions
Why are exchange transactions of increasing importance to not-for-profit 
organizations and their auditors?
Some not-for-profit organizations receive significant revenues from 
exchange transactions, such as some or all of dues, service fees, and 
ticket sales. According to one report, from 1977 through 1996, 
more than half the growth in revenue for not-for-profit organiza­
tions was due to fees and other earned income. In addition to the 
increased volume, organizations also are entering into new kinds 
of exchange transactions. For example, with the increase in the 
number of for-profit organizations bidding on government social 
service contracts, some organizations are entering into joint ven­
tures with for-profit entities, or providing the service as a subcon­
tractor to a for-profit entity that is doing the outsourcing for the 
government. Often, significant judgment is needed to determine
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whether a transaction is a contribution, an exchange transaction, 
or part contribution and part exchange transaction. The auditor 
needs to have a thorough understanding of the substance of the 
underlying transaction to audit management's assertions about 
those determinations.
Exchange transactions are reciprocal transfers in which each party 
receives and sacrifices something of approximately equal value. 
Exchange transactions that give rise to revenues for not-for-profit 
organizations typically involve their efforts to provide goods and 
services to members, clients, students, customers, and other ben­
eficiaries for a fee. Areas of difficulty when evaluating whether a 
reciprocal transaction has occurred include the following:
• Membership dues that are part contribution and part ex­
change transaction, because the member receives tangible 
or intangible benefits in return for membership dues (The 
AICPA Audit and Accounting Guide N ot-for-P rofit O rga­
n izations [the Guide] provides a list of indicators that may 
be useful for determining the contribution and exchange 
portions of membership dues.)
• Transfers from governments, such as grants, awards, and 
appropriations in which the unique characteristics make it 
difficult to determine whether they are contributions or 
exchange transactions
The Guide provides a list of indicators that may be useful in dis­
tinguishing between contributions and exchange transactions. 
Among the important indicators are: the not-for-profit organiza­
tion's intent, the resource provider's expressed intent, the method 
of delivery, the method of payment, the imposition of penalties if  
the not-for-profit organization fails to make timely delivery, and 
the person or entity to whom the not-for-profit organization de­
livers the assets.
In addition to identifying exchange transactions, as not-for-profit 
organizations enter into more and varied transactions to earn rev­
enue, the auditor may need to consider how these transactions 
will affect the audit. For example:
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• Auditors need to understand the client’s methods of solicit­
ing contributions and earning revenues as part of the plan­
ning process, as discussed in SAS No. 22, P la n n in g  a n d  
Supervision  (AICPA, Professional Standards, vol. 1, AU sec. 
311). SAS No. 22 requires, in part, that in planning the 
audit, the auditor should consider matters relating to the en­
tity’s business and the industry in which the entity operates.
• As new activities are employed to increase revenues, the 
client may not have developed appropriate internal con­
trol. Auditors should consider the impact of such changes 
on their client’s internal control when making the assess­
ment of control risk. SAS No. 55, Consideration o f  In tern a l 
C ontrol in  a F inan cia l S ta tem en t A udit (AICPA, Professional 
Standards, vol. 1, AU sec. 319), as amended by SAS No. 
78, provides guidance on the auditor’s consideration of an 
entity’s internal control in an audit of financial statements 
in accordance w ith GAAS. Also, the AICPA Audit and 
Accounting Guide C onsidera tion  o f  In tern a l C on tro l in  a 
F inan cia l S tatem en t A udit (Product No. 012451) has been 
prepared to illustrate how SAS No. 55, as amended, might 
be applied by auditors in audits of financial statements.
• Accounts receivable resulting from exchange transactions 
may be need to be confirmed, as required by SAS No. 67, 
The C on firm ation  P rocess (AICPA, Professiona l Standards, 
vol. 1, AU sec. 330).
• Analytical procedures, as discussed in SAS No. 56, are 
often very effective and efficient when auditing service fees 
and other types of revenue from exchange transactions.
• Transactions occurring near year end should be examined 
to ensure that they are recorded in the period in which the 
revenue has been earned or the expense has been incurred, 
pursuant to the completeness assertion of SAS No. 31, 
E vid en tia l M atter  (AICPA, P ro fessiona l S tandards, vol. 1, 
AU sec. 326).
• Some not-for-profit organizations provide services to the 
general public and receive reimbursement from a third party
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(such as Medicare). Usually, a contract specifies the costs 
that can be charged and the basis for reimbursement. Clients 
need to understand the relevant contract terms to properly 
process transactions within the guidelines of the contract.
• Amounts received in exchange transactions from cus­
tomers, patients, and other service beneficiaries for specific 
projects, programs, or activities that have not yet taken 
place should be recognized as liabilities to the extent the 
earning process has not been completed.
• At some not-for-profit organizations, accounting person­
nel may not be as familiar with revenue recognition con­
cepts related to sales of goods and services as they are with 
revenue related to contributions. A number of issues can 
arise when dealing with the question of revenue recogni­
tion, such as the timing of when revenue has been earned. 
For example, FASB Statement No. 48, R evenue R ecogn ition  
W hen R igh t o f  R eturn Exists (FASB, C urren t Text, vol. 1, 
sec. R75), specifies criteria for recognizing revenue on a 
sale in which a product may be returned.
Financial Statements on the Internet
What issues should the auditor consider when the not-for-profit 
organization client has posted audited financial statements on the Internet?
More not-for-profit organizations are making information available 
on the Internet or electronic bulletin boards (electronic sites). Infor­
mation in electronic sites may include financial information, press 
releases, and other promotional material. Auditors should be aware 
that Interpretation No. 4, “Other Information in Electronic Sites 
Containing Audited Financial Statements,” of SAS No. 8, Other In ­
fo rm a tio n  in  D ocum en ts C on ta in in g A udited F inan cia l S tatem ents 
(AICPA, Professional Standards, vol. 1 AU sec. 9550), addresses an 
auditor's responsibility with respect to other information included 
in an electronic site if  the audited financial statements and the inde­
pendent auditor's report thereon are also included.
The Interpretation concludes that electronic sites are a means of 
distributing information and are not documents in the sense that
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the term docum ents is used in SAS No. 8. Therefore, auditors are 
not required by SAS No. 8 to consider the consistency of informa­
tion in electronic sites with the original documents or to read 
other information in electronic sites. The Interpretation also ad­
dresses the situation in which auditors are asked by their clients to 
consider information in electronic sites. It advises auditors that 
such consideration, which might take different forms, is not a ser­
vice contemplated by SAS No. 8. However, other auditing or at­
testation standards, such as agreed-upon procedures, may apply.
The AICPA has issued a nonauthoritative Practice Alert titled 
F inancia l Statements on th e In tern et, which describes the distribu­
tion of audited financial statements and the related auditor's report 
on the Internet and speaks to several concerns for the auditor com­
munity. The Practice Alert is available via the AICPA’s Fax Hotline 
at (201) 938-3787, document number 1566, and the AICPA’s 
Web site at www.aicpa.org/pubs/cpaltr/jan97/suppl/prac.htm.
The Year 2000 Issue
What is the Year 2000 Issue and how will it affect audits of 
not-for-profit organizations?
The Year 2000 Issue relates to the inability of many electronic data 
processing (EDP) systems to accurately process year-date data 
beyond the year 1999. This is attributable to the fact that the major­
ity of computer programs in use today were designed to store 
dates in the date/month/year (dd/mm/yy) format, thus allowing 
only two digits for each date component. So, for example, the date 
December 31, 1998, is stored in most computers as 12 /31 /98 . In­
herent in programming for dates in this manner is the assump­
tion that the designation 9 8  refers to the year 1 9 9 8 . Initially 
developed as a cost-saving technique, this long-standing practice 
of using two-digit-year input fields will cause many computers to 
treat the entry 0 0  as 1900. Therefore, such programs will recognize 
the date January 1, 2000 (01/01/00), as January 1, 1900, and process 
data incorrectly, or perhaps not at all.
There are other possible complications as well. The year 2000 is a 
leap year. Systems that are not year 2000 ready may not register
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the additional day, thus producing incorrect results for date-re­
lated calculations. In addition, certain year 2000 problems may 
occur this year. For example, some software programs may have 
assigned special meanings to entries date coded as xx/xx/98 or 
xx/xx/99 to allow for the testing of software modifications. There­
fore, actual transactions using such dates may be processed incor­
rectly or the program may stop functioning. Failures may also 
take place currently when systems perform calculations into or 
beyond the year 2000.
Unless these year 2000 problems are remedied, significant prob­
lems relating to the integrity of all electronically processed infor­
mation based on time w ill occur. Among the problems that may 
be experienced by not-for-profit organizations are that receiv­
ables may be erroneously identified as past due, interest calcula­
tions may be incorrect, periodic memberships and subscriptions 
may be deemed to be expired, vital information may be lost 
(such as donor lists that contain date information and lists of 
advance ticket sales), credit cards may be rejected, and so on. 
Also, with the increasing use of the Internet, more not-for-profit 
organizations are allowing donors to make contributions online 
using credit cards. These donations may not be properly 
processed. For some not-for-profit organizations, staff may be 
keeping data on home computers (or on ad hoc systems devel­
oped outside of the main applications) that w ill be affected by 
the year 2000 problem. Also, equipment with embedded chips 
that include date information may m alfunction; this type of 
equipment can be found in such places as elevators, security sys­
tems, and other electronic devices. Not only can these types of 
problems affect office facilities, but they may also affect facilities 
where special events have been scheduled. Additionally, the orga­
nization’s systems may be affected by the computer systems of 
customers, vendors, or third-party data processing services that 
have made no such modifications.
Clearly, the Year 2000 Issue has the potential to adversely affect 
the operations of entities that rely, directly or indirectly, on infor­
mation technology. What, however, are the auditor’s responsibili­
ties for the Year 2000 Issue?
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First, it must be understood that it is the responsibility of an entity’s 
management to assess and remediate the effects of the Year 2000 
Issue on an entity’s systems— not the auditor’s. The Year 2000 Issue 
does not create additional responsibilities for the auditor. Under 
GAAS, the auditor has a responsibility to plan and perform the 
audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement, whether caused by 
error or fraud. Thus, the auditor’s responsibility relates to the 
detection of material misstatement of the financial statements 
being audited, whether caused by the Year 2000 Issue or by some 
other cause.
Not-for-profit organizations may be particularly at risk for year 
2000 computer complications because they may not have suffi­
cient resources to remedy the problem. Some of these organiza­
tions may be relying on donated services for computer assistance 
and be reluctant to allocate the resources needed to hire special­
ists in this area.
A more detailed discussion of the auditing and accounting issues 
is included in the A udit Risk A lert—1998/1999. However, a few 
of the numerous auditing and accounting considerations that 
arise out of the Year 2000 Issue are repeated here.
• The Audit Issues Task Force (AITF) of the ASB issued the
following Auditing Interpretations:
-  Interpretation No. 4, “Audit Considerations for the 
Year 2000 Issue,” of AU section 311, P la n n in g  a n d  
Supervision  (AICPA, Professional Standards, vol. 1, AU 
sec. 9311.38)
-  Interpretation No. 3, “Responsibilities of Service Or­
ganizations and Service Auditors W ith Respect to In­
formation About the Year 2000 Issue in a Service 
Organization’s Description of Controls,” of SAS No. 70, 
Reports on  th e P rocessin g o f  Transactions by S erv ice  O rga­
nizations (AICPA, Professional Standards, vol. 1, AU sec. 
9324.19)
-  Interpretation No. 2, “Effect of the Year 2000 Issue on 
the Auditor’s Consideration of an Entity’s A bility to
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Continue as a Going Concern,” of SAS No. 59, The 
A uditors C onsideration o f  an  Entity’s A bility to C ontinue 
as a G oing Concern  (AICPA, Professional Standards, vol. 1, 
A U  sec. 9341.03)
• Auditors should consider whether the costs associated with 
their client’s modifications of computer systems pursuant 
to the Year 2000 Issue have been properly accounted for. 
The Emerging Issues Task Force (EITF) has considered 
this matter in EITF Issue No. 96-14, A ccoun tin g  f o r  th e  
Costs A ssociated w ith  M od ify in g  C om puter Soft w are f o r  th e 
Year 2000.
• EITF Issue No. 97-13, A ccou n tin g  f o r  Costs I n cu r r ed  in  
C onnection  w ith  a C onsulting C ontract o r an In tern a l P ro ject 
T hat C om bin es B usiness P rocess R een g in e e r in g  a n d  In fo r ­
m ation  T echnology Transformation , provides relevant guid­
ance when an entity’s year 2000 project involves business 
process reengineering.
• The Year 2000 Issue may render certain client assets (such 
as computer hardware and software) obsolete or inopera­
ble. Accordingly, auditors may wish to consider whether 
the client has properly accounted for such events by appro­
priately adjusting useful lives, residual values, or both, or 
recognizing impairment losses pursuant to the guidelines set 
forth under FASB Statement No. 121, A ccoun tin g f o r  th e 
Im pa irm en t o f  L ong-L ived Assets a n d  f o r  L ong-L ived Assets to 
Be D isposed  Of (FASB, C urrent Text, vol. 1, sec. I08).
• In addition to the disclosure requirements under the pro­
nouncements previously mentioned, practitioners should 
be aware of the requirements of SOP 94-6, D isclosure o f  
Certain S ign ifican t Risks a n d  Uncertainties.
Auditors should also be aware of the risk of litigation relating to 
the Year 2000 Issue. Some clients may be uninformed about the 
Year 2000 Issue, while others may underestimate its magnitude. 
Those who mistakenly believe that the Year 2000 Issue should be 
addressed and resolved as part of the audit process may seek legal 
recourse if that outcome is not achieved. Therefore, auditors may
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wish to educate their clients on the Year 2000 Issue and its impli­
cations. Auditors may wish to incorporate these issues in the 
engagement letter by outlining the responsibilities of both the 
client and the auditor. By advising the client and planning ahead, 
auditors may avoid any potential dispute with the client, while at 
the same time offering the opportunity of helping the client un­
derstand the seriousness of the problem and identifying resources 
that may be needed to address the issues.
A more complete discussion of the implications of the Year 2000 
Issue, along with a list of published guidance in this area, can be 
found in the Audit Risk Alert—1998/99. Also, the AICPA’s Web site, 
http:Wwww.aicpa.org, provides a year 2000 resource page with addi­
tional information and links to other sites, and the AICPA publica­
tion, The Year 2000 Issue: Current A ccounting a n d  A uditing Guidance.
Going-Concern Issues
What are some of the issues that auditors should consider with respect 
to the client’s ability to continue as a going concern?
There are many factors that can affect the ability of a not-for- 
profit organization to continue as a going concern. The first issue 
that usually comes to mind is the impact of declining contribution 
revenue. For example, although many not-for-profit organizations 
have benefited from increases in contributions over the last several 
years, not all organizations have benefited equally. Another con­
cern is the increasing encroachment of for-profit entities in areas 
that were previously considered the territory of not-for-profit 
organizations, such as providing social services under government 
contracts. Also, not-for-profit organizations can be affected by 
negative publicity about their organization or other similar organi­
zations. Accordingly, auditors should be alert to conditions and 
events that, when considered in the aggregate, indicate that there 
could be substantial doubt about a not-for-profit organization’s 
ability to continue as a going concern. For example, such condi­
tions and events could include the following:
1. Negative trends, such as negative cash flows from operating 
activities and adverse key financial ratios
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2. Financial difficulties, such as the need to seek new sources 
or methods of financing or to dispose of substantial assets
3. Internal matters, such as substantial dependence on the 
success of a particular project
4. External matters, such as legal proceedings that could jeop­
ardize the entity’s ability to operate
In such circumstances, auditors may conclude that, based on such 
conditions and events, there is substantial doubt about the not- 
for-profit organizations ability to continue as a going concern.
Accordingly, auditors should be aware of their responsibilities 
pursuant to SAS No. 59, The Auditor's C onsideration o f  an  Entity's 
Ability to C ontinue as a G oing C oncern  (AICPA, Professional Stan­
dards, vol. 1, AU sec. 341). SAS No. 59 provides guidance to audi­
tors in conducting an audit of financial statements in accordance 
with GAAS for evaluating whether there is substantial doubt 
about a client’s ability to continue as a going concern for a period 
not to exceed one year from the date of the financial statements 
being audited.
Attestation Engagements
What new guidance should auditors of not-for-profit organizations be 
aware of with respect to attestation engagements?
Auditors of not-for-profit organizations may be requested to pro­
vide attestation services. Attest services include, for example, reports 
on descriptions of computer software; on investment performance 
statistics; on information supplementary to financial statements; 
on compliance with statutory, regulatory, and contractual require­
ments; and on internal control.7 Examples specific to not-for- 
profit organization clients include reports on statistics based on 
management assertions, such as the number of meals served or 
the number of clients benefited by a particular service of the not- 
for-profit organization.
7. This is not the same as the reports on internal control required by the Yellow Book and 
Circular A -133.
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In January 1999, the ASB issued SSAE No. 9, which—
• Enables a practitioner to report directly on specified subject 
matter, such as an entity’s internal control over financial re­
porting, rather than on management's assertion about the in­
ternal control. In either case, the practitioner would continue 
to be required to obtain managements assertion as a condi­
tion of engagement performance.
• Eliminates, in certain cases, the requirement for a separate pre­
sentation of management’s assertion if the assertion is included 
in the introductory paragraph of the practitioner’s report.
• Revises the reporting guidance on the SSAEs so that SSAE 
reports would contain elements that are similar to those 
included in auditors’ reports on historical financial state­
ments, as prescribed in SAS No. 58, R eports on A ud ited  
F inan cia l S tatem ents (AICPA, Professional Standards, vol. 1, 
AU sec. 508).
• Provides guidance on the relationship between the SSAEs 
and the Statements on Quality Control Standards.
Accounting Issues and Developments
Start-Up Activities
What new guidance has been issued with respect to start-up activities?
As not-for-profit organizations are faced with competition from 
other not-for-profit organizations, as well as from for-profit entities, 
they may alter their operations to be more competitive, and start 
up new activities. A recent pronouncement helps not-for-profit 
organizations and their auditors in addressing the accounting issues 
surrounding start-up activities.
In April 1998, the Accounting Standards Executive Committee 
(AcSEC) issued SOP 98-5, Reporting on th e Costs o f  Start-Up Activi­
ties. This SOP provides guidance on the financial reporting of start­
up costs and organization costs. It requires costs of start-up activities 
and organization costs to be expensed as incurred.
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The SOP broadly defines start-up activities and provides examples 
to help entities determine what costs are and are not within the 
scope of this SOP. This SOP applies to all nongovernmental enti­
ties and is generally effective for financial statements for fiscal 
years beginning after December 15, 1998. Earlier application is 
encouraged in fiscal years for which annual financial statements 
previously have not been issued. Initial application of this SOP 
generally should be reported as the cumulative effect of a change 
in accounting principle, as described in Accounting Principles 
Board (APB) Opinion No. 20, A ccounting Changes. When adopting 
this SOP, entities are not required to report the pro forma effects of 
retroactive application.
Illustration 3 provided in SOP 98-5 refers to not-for-profit orga­
nizations and provides the following example.
A not-for-profit organization that has provided meals to the 
homeless is opening a shelter to house the homeless. The orga­
nization will rent the facility. This will be the organization’s 
first shelter and it will conduct a fund-raising campaign to 
raise money to start up the shelter. The organization will lease 
space for the shelter and will incur capital expenditures for 
leasehold improvements and furniture. The organization expects 
that it will require three months to set up the space for the 
shelter. The organization will hire a security firm to secure the 
premises during the three-month period in which the shelter is 
built. Following are some of the costs that might be incurred in 
conjunction with start-up activities that are subject to the pro­
visions of [SOP 98-5]:
• Employee salary-related costs related to needs and feasibility 
studies
• Staff recruiting and training
• Rent, security, insurance, and utilities
• Consultant fees for developing policies and procedures for 
operating the shelter
• Amortization and depreciation, if any, of leasehold improve­
ments and furniture
• Costs of social workers
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The following costs incurred in conjunction with start-up activ­
ities are outside the scope of [SOP 98-5] (as noted in paragraphs 
.07 and .08):
• Costs of fund-raising
• Costs of leasehold improvements and furniture
• Architect fees for the leasehold improvements
• Advertising costs to publicize the shelter
Auditors should review SOP 98-5 and its illustrations to assess 
whether management has properly accounted for start-up activities 
pursuant to the provisions of the SOP, and that the applicable 
guidance in other authoritative literature has been followed for 
those costs that are outside of the scope of the SOP.
Joint Activities
What new guidance has been issued with respect to accounting for joint 
activities, and what issues have resulted from the new guidance?
Auditors are reminded that SOP 98-2 is effective for financial 
statements for years beginning on or after December 15, 1998. 
Earlier application is encouraged in fiscal years for which finan­
cial statements have not been issued. If comparative financial 
statements are presented, retroactive application is permitted but 
not required.
Additionally, the AITF of the ASB has recently issued the following 
AITF Advisory on Reporting the Adoption of SOP 98-2:
In March 1998, the Accounting Standards Executive Committee 
issued SOP 98-2, Accounting fo r  Costs o f  A ctivities o f  Not-for- 
Profit Organizations an d  State a n d  Local Governmental Entities 
That Include Fund Raising, which is effective for financial state­
ments for years beginning on or after December 15, 1998. The 
adoption of the SOP may change amounts reported as program 
expense, management and general expense, and fundraising 
expense, but will not change total expenses or changes in net 
assets. In discussing the import of the classifications covered by 
the SOP, paragraph C-6 notes that external financial statement 
users of not-for-profit organization’s financial statements focus 
on and have perceptions about amounts reported as program,
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management and general, and fund raising. The Audit Issues 
Task Force of the Auditing Standards Board is advising auditors 
that the adoption of the SOP, whether or not retroactively ap­
plied, is an accounting change for which the consistency standard 
is applicable. If the change has a material effect on the compara­
bility of the entity’s financial statements, the auditor should refer 
to the change in an explanatory paragraph of his or her report in 
accordance with SAS No. 58, Reports on Audited Financial State­
ments (AICPA, Professional Standards, vol. 1, AU sec. 508.16).
New AICPA Technical Practice Aids
In March 1999, the AICPA staff published additional nonauthori­
tative guidance regarding not-for-profit organizations in the section 
titled “Accounting and Auditing Publications Technical Questions 
and Answers (Nonauthoritative)” in the AICPA Technical P ractice 
Aids, section 6140.8 Also, the additional nonauthoritative guidance 
can be found on the AICPA Web site at www.aicpa.org/members/ 
div/acctstd/general/nfptpa.htm. Shown here is an abridged version 
of the items added to the technical questions and answers (nonau­
thoritative) section.
Lapsing of Time Restrictions on Receivables That Are 
Uncollected at Their Due Date
Some contribution receivables are uncollected at their due date. 
Time restrictions on those receivables lapse when the receivable is 
due, rather than when it is collected.
Lapsing of Restrictions on Receivables If Purpose 
Restrictions Pertaining to Long-Lived Assets Are Met 
Before the Receivables Are Due
Not-for-profit organizations may receive promises to give contri­
butions that are restricted by donors for investment in long-lived 
assets. In some circumstances, the assets may be placed in service,
8. This material has not been approved, disapproved, or otherwise acted upon by any 
senior technical committee o f the AICPA. These answers are not sources o f established 
accounting principles as described in SAS No. 69, The Meaning of Presents Fairly in 
Conformity W ith Generally Accepted Accounting Principles in the Independent Audi­
tor’s Report, nor are they sources o f authoritative GAAS.
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and the purpose restrictions met, prior to the due date of the con­
tribution. For example, a not-for-profit organization may have a 
capital campaign, asking for commitments to contribute over the 
next five years so the organization can build a new facility. A donor 
may promise to give $100,000 in five years in response to that 
request. In considering whether the restrictions are met when the 
assets are placed in service (purpose restriction) or when the receiv­
able is due (time restriction), not-for-profit organizations should 
consider the facts and circumstances surrounding the promise to 
give and whether those facts and circumstances indicate that the 
donor intended the contribution to be used to support activities of 
the current period, with constructing the building or placing it in 
service considered activities of the current period. If circumstances 
indicate that the donor intended to support activities of the current 
period, there is no time restriction. If circumstances indicate that 
the donor’s intent is not to support activities of the current period, 
there are both a time restriction and a purpose restriction. In con­
formity with footnote 5 of FASB Statement No. 116, the effect of 
the expiration of restrictions is recognized in the period in which 
the last remaining restriction has expired.
Not-for-Profit Organization Accounting for Loans of Cash That 
Are Interest Free or That Have Below-Market Interest Rates
Some not-for-profit organizations receive loans of cash that are 
interest free or that have below-market interest rates. Interest ex­
pense and contribution revenue should be reported in connection 
with those loans (regardless of whether the loan is between related 
parties). Those contributions should be measured at fair value, 
which is the difference between the fair value of the loan at market 
rates and the fair value of the loan at its stated rate. The corre­
sponding entry would be to interest income for the donor and to 
interest expense for the donee.
Functional Category of Cost of Sales of Contributed Inventory
Some not-for-profit organizations receive contributions of inven­
tory that they subsequently sell. Cost of sales of contributed inven­
tory should be reported as the cost of a separate supporting service, 
unless the item sold is related to a program activity, in which case,
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cost of sales is reported as a cost of a program activity. Cost of sales 
of contributed inventory should not be reported as fund-raising.
Functional Category of Costs of Special Events
Various sections of the AICPA Audit and Accounting Guide Not- 
fo r -P ro fi t  O rgan izations discuss special fund-raising events. The 
discussion of special fund-raising events in the Guide provides 
that some, but not necessarily all, costs of special fund-raising 
events should be reported as fund-raising. Certain costs of special 
fund-raising events, such as costs of direct donor benefits that are 
provided in exchange transactions, should be reported in cate­
gories other than fund-raising.
Functional Category of the Costs of Direct Donor Benefits
Some not-for-profit organizations provide direct donor benefits. The 
costs of direct donor benefits that are not program related and that 
are provided in exchange transactions, such as benefits provided at 
special events, should be reported as a separate supporting category, 
such as cost of sales, and should not be reported as fund-raising.
Reporting Bad-Debt Losses
Under footnote 27 to paragraph 5.56 of the AICPA Audit and 
Accounting Guide N ot-for-P rofit O rganizations, certain bad debts 
arising from unconditional promises to give should be accounted 
for as losses, rather than as expenses. Bad-debt losses are prohib­
ited from being netted against contribution revenue under para­
graph 25 of FASB Statement No. 117 because losses are permitted 
to be netted only against gains, and not against revenues.
Political Action Committees
Some not-for-profit organizations are related to other not-for-profit 
organizations that perform political activities that the reporting or­
ganization does not wish to perform, perhaps because performing 
those activities may threaten the reporting organizations tax exempt 
status, the reporting organization is precluded from conducting 
such activities, or for other reasons. SOP 94-3, Reporting o f  R elated 
Entities by N ot-for-P rofit O rganizations, requires consolidation of 
political action committees in certain circumstances.
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Reporting of Related Entities
What new developments have occurred with respect to accounting for 
related entities of not-for-profit organization clients?
An ongoing issue for not-for-profit organizations involves account­
ing for related entities. This is not only an accounting issue, but 
also an issue of public attention. Some organizations have had 
negative publicity arising from situations in which the organiza­
tion has a for-profit arm that is portrayed as being subsidized by 
the tax benefits available to the not-for-profit organization.
Current accounting guidance with respect to related entities in­
cludes, among other pronouncements, FASB Statement No. 57, 
R elated Party Disclosures (FASB, Current Text, vol. 1, sec. R36) and 
SOP 94-3. However, additional guidance in this area is expected 
as a result of the FASB’s consolidations project. If the FASB pro­
posed Statement resulting from its consolidations project were 
issued and required to be applied by not-for-profit organizations, 
it would supersede SOP 94-3 to the extent that it is inconsistent 
with the FASB Statement resulting from the exposure draft (a dis­
cussion on which follows).
In February 1999, the FASB issued an exposure draft, Consolidated  
F inancia l Statements: Purpose a n d  Policy (Revision o f  Exposure D raft 
issu ed  O ctober 16, 1995). The proposed Statement would estab­
lish standards that specify when entities should be included in 
consolidated financial statements. It would apply to business enter­
prises and not-for-profit organizations that control other entities 
regardless of the legal form of the controlling and controlled enti­
ties. The proposed Statement would not apply to financial state­
ments of certain reporting entities, such as pension plans and 
investment companies, that in accordance with GAAP carry sub­
stantially all of their assets, including investments in controlled 
entities, at fair value with all changes in value reported in a state­
ment of net income or financial performance.
The proposed Statement would require that a controlling entity 
(parent) consolidate all entities that it controls (subsidiaries) un­
less control is temporary at the time the entity becomes a sub­
sidiary. For purposes of that requirement, control of an entity is a
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non-shared decision-making ability of an entity so as to increase 
its benefits and limit its losses from that other entity’s activities.
The proposed Statement would preclude consolidation of a new sub­
sidiary if a parent's control is temporary at the date that control is ob­
tained. Control of a newly acquired subsidiary would be considered 
temporary if at the date of acquisition the parent either has commit­
ted to a plan to relinquish control of that subsidiary or is obligated to 
do so and it is likely that loss of control will occur within one year. 
However, control also would be considered temporary if at the date 
of acquisition circumstances beyond management s control are likely 
to require more than one year to complete the ultimate disposition.
The proposed Statement would supersede the provisions of para­
graphs 1 through 3 and 5 of Accounting Research Bulletin (ARB) 
No. 5 1, C onsolida ted F inan cia l S tatem ents, as previously amended 
by FASB Statement No. 94, Consolidation o f  All M a jor ity -O w ned  
Subsid iaries (FASB, C urren t Text, vol. 1, sec. C51), and would 
amend ARB 51 to extend its provisions to not-for-profit organi­
zations. It also would supersede or amend other accounting pro­
nouncements listed in appendix C of the exposure draft.
The proposed Statement would be effective for financial statements 
for annual periods beginning after December 15, 1999, and all in­
terim periods in the year of adoption. Earlier application would be 
encouraged. The proposed Statement would be applied by restate­
ment of comparative financial statements for earlier periods. How­
ever, retroactive restatement would not be required for those entities 
for which (a) control was relinquished or (b) management has com­
mitted to a plan to relinquish control or is obligated to do so and 
that relinquishment is likely to occur within one year of the fiscal 
year-end in which this proposed Statement is first applied.
Business Combinations
What recent activity has taken place with respect to the FASB’s business 
combinations project, and what is the significance of this issue to not-for- 
profit organizations?
On December 1 5 , 1998, the FASB issued an Invitation to Comment, 
M ethods o f  A ccounting f o r  Business Combinations: R ecommendations o f
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the G4+1 f o r  A chieving Convergence, seeking comments on the views 
expressed in the G4+1 position paper. The G4+1 is an international 
group of standard setters that consists of representatives from the ac­
counting standards boards of Australia, Canada, New Zealand, the 
United Kingdom, and the United States. The fundamental issues that 
the G4+1 position paper addresses are (1) whether a single method of 
accounting for business combinations is preferable to two (or more) 
methods, (2) if so, which method of accounting should be applied to 
all business combinations, and (3) if  not, which methods should be 
applied and to which combinations they should be applied. The posi­
tion paper concludes that the use of a single method of accounting is 
preferable and that the purchase method is the appropriate method to 
use. The due date for comments was February 15, 1999.
One reason this issue is significant to not-for-profit organizations 
is that, in many combinations of not-for-profit organizations, the 
pooling method is currently used in conformity w ith GAAP. 
However, if  only the purchase method is allowed, not-for-profit 
organizations may be required to incur additional costs, for such 
items as appraisals and valuations.
The FASB plans to discuss issues raised in the invitation to com­
ment in the first quarter of 1999, and issue an exposure draft that 
would amend APB Opinion 16, Business C om bina tion s , in the 
second quarter of 1999. Also, as reported in a recent FASB Alert, 
the FASB decided at its March 31, 1999, meeting to address issues 
specific to combinations of not-for-profit organization as a sepa­
rate subproject, conducted concurrently with the main business 
combinations project.
Agency Transactions
What is the status of the FASB’s project with respect to not-for-profit 
organizations that raise contributed resources for others?
In July 1998, the FASB released an exposure draft of a proposed 
Statement, Transfers o f  Assets In vo lv in g a N ot-for-Profit Organization 
That Raises o r Holds Contributions f o r  Others.9 The proposed State- 9
9. A  final Statement is expected in the second quarter o f 1999.
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ment would establish accounting standards for transfers of assets 
involving a not-for-profit organization that raises or holds contri­
butions for others.
Paragraph 4 of FASB Statement No. 116, A ccoun tin g f o r  C ontri­
bu tions R eceived  a n d  C ontributions M ade , states, “This Statement 
does not apply to transfers of assets in which the reporting entity 
acts as an agent, trustee, or intermediary, rather than as a donor 
or donee.” The proposed Statement would clarify the use of the 
terms agen t, trustee, and in term ed ia ry  in that paragraph, and estab­
lish standards for transfers to those organizations and other not- 
for-profit organizations that serve as recipient organizations. It 
would also establish standards for the specified organizations that 
benefit from those transfers.
The proposed Statement would apply to transactions in which an 
entity—the donor—makes a contribution by transferring assets to a 
not-for-profit organization—the recip ien t organization—that accepts 
the assets from the donor and agrees to use those assets on behalf of 
or transfer those assets, or both, to another organization—the benefi­
ciary—that is specified by the donor. It would also apply to transac­
tions that take place in a similar manner but are not contributions 
because the transfers are revocable, repayable, or reciprocal.
The proposed Statement would require a recipient organization 
that accepts cash or other financial assets from a donor and agrees 
to disburse them to a specified beneficiary to recognize the fair 
value of those assets as a liability to the specified beneficiary con­
current with recognition of the assets received from the donor. 
However, if  the donor grants the recipient organization variance 
power or if the recipient organization and the specified benefi­
ciary have a relationship that is characterized by one organization 
having an ongoing economic interest in the net assets of the 
other, the recipient organization would be required to recognize 
the fair value of any assets it receives as a contribution received.
The proposed Statement would not establish standards for a 
trustees reporting of assets held on behalf of specified beneficiaries 
but would establish standards for a beneficiary’s reporting of its 
interests in those assets.
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The proposed Statement would require that a specified beneficiary 
recognize its interest in the assets held by a recipient organization 
as an asset unless the recipient organization has variance power. If 
the beneficiary and the recipient organization have a relationship 
characterized by one having an ongoing economic interest in the 
net assets of the other, the beneficiary would be required to recog­
nize its interest in the net assets of the recipient organization and 
adjust that interest for its share of the change in net assets of the 
recipient organization. That accounting is similar to the equity 
method. If a recipient organization has variance power, the speci­
fied beneficiary would not recognize its potential interest in the 
assets held by the recipient organization. In all other cases, a bene­
ficiary would recognize its interest as a receivable.
The proposed Statement describes four circumstances in which a 
transfer of assets to a recipient organization would be accounted 
for as a refundable advance because the transfer is revocable or 
reciprocal. Those four circumstances are if—
1. The transfer is subject to the resource provider’s unilateral 
right to redirect the use of the assets to another beneficiary.
2. The transfer is accompanied by the resource provider’s 
conditional promise to give or is otherwise revocable or 
repayable.
3. The resource provider controls the recipient organization.
4. The resource provider specifies itself or its affiliate as the 
beneficiary and the transfer is not an equity transfer.
An equity transfer is recorded by the resource provider as an in­
terest in the net assets of the recipient organization or an increase 
in that interest. The recipient organization records an equity 
transfer as part of its change in net assets separately from revenue, 
expenses, gains, and losses.
The proposed Statement would incorporate without reconsidera­
tion the guidance in FASB Interpretation No. 42, A ccounting f o r  
Transfers o f  Assets in Which a  N ot-for-Profit Organization Is Granted 
Variance Pow er, and would supersede that Interpretation.
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The proposed Statement would be effective for financial state­
ments issued for fiscal periods beginning after June 15, 1999, ex­
cept for the provisions incorporated from Interpretation No. 42, 
which w ill continue to be effective for fiscal years ending after 
September 15, 1996. Earlier application would be encouraged. 
This proposed Statement would be applied either by restating the 
financial statements of all years presented or by recognizing the 
cumulative effect of the change in accounting principle in the 
year of the change.
Disclosures About Pensions and Other Postretirement Benefits
Often, one of the significant items disclosed in the financial state­
ments of a not-for-profit organization is pension and other postre­
tirement benefits. FASB Statement No. 132, Employers Disclosures 
ab ou t P ensions a n d  O ther P ostretirem en t B en efits (FASB, C urrent 
Text, vol. 1, secs. P 16, P40), issued in February 1998, makes a 
number of changes in the disclosure requirements, such as reduced 
disclosure requirements for nonpublic entities, including most 
not-for-profit organizations.10
FASB Statement No. 132 revises employers’ disclosures about 
pension and other postretirement benefit plans. It does not change 
the measurement or recognition of those plans. It standardizes the 
disclosure requirements for pensions and other postretirement 
benefits to the extent practicable, requires additional information 
on changes in the benefit obligations and fair values of plan assets 
that will facilitate financial analysis, and eliminates certain disclo­
sures that are no longer as useful as they were when FASB State­
ment Nos. 87, Employers A ccounting f o r  Pensions (FASB, Current 
Text, vol. 1, sec. P16); 88, Employers’ A ccounting f o r  Settlem ents a n d  
Curtailm ents o f  D efin ed  B en efit Pension Plans a n d  f o r  Termination  
Benefits (FASB, Current Text, vol. 1, sec. P16); and 106, Employers’ 
A ccoun ting f o r  P ostretirem ent B enefits O ther Than Pensions (FASB,
10. In general, FASB Statement No. 132  defines a nonpublic entity as one whose debt 
or equity securities trade in a public market, one that makes a filing with a regulatory 
agency in preparation for the sale o f securities, or one that is controlled by an entity 
covered by the first two types o f entities mentioned.
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Current Text, vol. 1, sec. P40), were issued. FASB Statement No. 
132 suggests combined formats for presentation of pension and 
other postretirement benefit disclosures. It also permits reduced 
disclosures for nonpublic entities.
FASB Statement No. 132 is effective for fiscal years beginning after 
December 15, 1997. Earlier application is encouraged. Restate­
ment of disclosures for earlier periods provided for comparative 
purposes is required unless the information is not readily avail­
able, in which case the notes to the financial statements should 
include all available information and a description of the infor­
mation not available.
Derivatives and Hedging Activities
Not-for-profit organizations that make significant use of derivative 
instruments as part of their financial strategies may be particularly 
affected by a new pronouncement in this area— FASB Statement 
No. 133, A ccounting f o r  D erivative Instruments a n d  H edging Activities 
(FASB, C urrent Text, vol. 1, sec. D50), issued in June 1998. For 
example, a not-for-profit organization may use derivatives as part 
of its investment strategy or as part of a strategy to reduce risk on 
foreign-currency transactions. Additionally, many not-for-profit 
organizations do not realize they have derivatives, but they may 
have embedded derivatives in such items as lease agreements, in­
surance policies, bonds, and financial guarantees.
FASB Statement No. 133 establishes accounting and reporting 
standards for derivative instruments, including certain derivative 
instruments embedded in other contracts (collectively referred to 
as derivatives), and for hedging activities. It requires that an en­
tity recognize all derivatives as either assets or liabilities in the 
statement of financial position and measure those instruments at 
fair value. If certain conditions are met, a derivative may be 
specifically designated as (a) a hedge of the exposure to changes in 
the fair value of a recognized asset or liability or an unrecognized 
firm commitment, (b) a hedge of the exposure to variable cash flows 
of a forecasted transaction, or (c) a hedge of the foreign-currency 
exposure of a net investment in a foreign operation, an unrecog­
nized firm commitment, an available-for-sale security, or a for­
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eign-currency-denominated forecasted transaction. The account­
ing for changes in the fair value of a derivative (that is, gains and 
losses) depends on the intended use of the derivative and the re­
sulting designation.
FASB Statement No. 133 (paragraph 43) includes certain provi­
sions regarding accounting by not-for-profit organizations and 
other entities that do not report earnings:
“An entity that does not report earning as a separate caption in 
a statement of financial performance (for example, a not-for- 
profit organization or a defined benefit plan pension plan) shall 
recognize the gain or loss on a hedging instrument and a non­
hedging derivative instrument as a change in net assets in the 
period of change unless the hedging instrument is designated as 
a hedge of the foreign-currency exposure of a net investment in 
a foreign operation. In that case, the provisions of paragraph 42 
of this Statement shall be applied. Entities that do not report 
earnings shall recognize the changes in the carrying amount of 
the hedged item pursuant to paragraph 22 in a fair value hedge 
as a change in net assets in the period of change. Those entities 
are not permitted to use cash flow hedge accounting because 
they do not report earnings separately. Consistent with the pro­
visions of FASB Statement No. 117, Financial Statements o f  
Not-for-Profit Organizations, this Statement does not prescribe 
how a not-for-profit organization should determine the compo­
nents of an operating measure, if one is presented.”
Statement No. 133 (paragraphs 44 through 47) also contains ex­
tensive disclosure requirements. FASB Statement No. 133 is effec­
tive for all fiscal quarters of fiscal years beginning after June 15, 
1999. However, the FASB has issued an exposure draft dated 
May 20, 1999, of the proposed Statement titled “Accounting for 
Derivative Instruments and Hedging Activities— Deferral of the 
Effective Date of FASB Statement No. 133,” which would amend 
FASB Statement No. 133 to defer its effective date to all fiscal 
quarters of all fiscal years beginning after June 15, 2000. The 
comment deadline is June 19, 1999. Readers should refer to the 
full text of the Statement and any related amendments to it when 
considering accounting and reporting issues related to derivative 
instruments and hedging activities.
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Listing of Recent Auditing, Attestation, and 
Accounting Pronouncements11
New Auditing Standards
• SAS No. 86, A m endm en t to S ta tem en t on  A ud itin g S tan­
dards No. 72, Letters for Underwriters and Certain Other 
Requesting Parties (AICPA, Professional Standards, vol. 1, 
AU sec. 634), issued in March 1998 (See the summary in 
the A udit Risk A lert—1998/99.)
• SAS No. 87, R estr ic t in g  th e  Use o f  an  A u d ito rs  R eport 
(AICPA, Professional Standards, vol. 1, AU sec. 532), issued 
in September 1998 (See discussion in the section titled 
“Restricted-Use Reports” in this Audit Risk Alert.)
• SAS No. 21, S egm en t In fo rm a tio n — R escin d ed  (AICPA, 
Professional Standards, vol. 1, AU sec. 435) (Note that SAS 
No. 21 referred to the superseded FASB Statement No. 14, 
which exempted not-for-profit organizations. See the expla­
nation in the A udit Risk A lert—1998/99.)
New Attestation Standards
• SSAE No. 8, M anagem en t’s Discussion a n d  Analysis (AICPA, 
Professional Standards, vol. 1, AT sec. 9700), issued in March 
1998 (See the summary in the Audit Risk Alert—1998/99)
• SSAE No. 9, A m endm ents to S ta tem en t on Standards f o r  At­
testa tion E ngagem ents Nos. 1, 2, a n d  3 (See the discussion in 
the section titled “Attestation Engagements” in this Audit 
Risk Alert.)
New Auditing Interpretations
Auditing Interpretations are issued by the AITF of the ASB to 
provide timely guidance on the application of ASB pronounce­
ments. Interpretations are reviewed by the ASB but are not as au­
11. Specific exemptions related to not-for-profit organizations have been noted here. 
Readers should refer to the complete text o f pronouncements to determine whether 
they are applicable in a particular situation.
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thoritative as ASB pronouncements. Nevertheless, a departure 
from an Interpretation may have to be justified if  the quality of a 
member’s work is questioned. Interpretations become effective 
upon their publication in the Jou rn a l o f  A ccountancy. Summaries 
of the recently issued Interpretations are included in the A udit 
Risk Alert— 1998/99.
• Interpretation No. 4, “Audit Considerations for the Year 
2000 Issue,” of AU Section 311, P lann in g a n d  Supervision  
(AICPA, Professional Standards, vol. 1, AU sec. 9311), issued 
in January 1998
• Interpretation No. 1, “The Use of Legal Interpretations as 
Evidential M atter to Support M anagement’s Assertion 
That a Transfer of Financial Assets Has Met the Isolation 
Criterion in Paragraph 9(a) of Financial Accounting Stan­
dards Board Statement No. 123,” of SAS No. 73, Using th e 
Work o f  a Specialist (AICPA, Professional Standards, vol. 1, 
AU sec. 9336), issued in February 1998
• Interpretation No. 3, “Responsibilities of Service Organiza­
tions and Service Auditors W ith Respect to Information 
About the Year 2000 Issue in a Service Organization’s De­
scription of Controls,” of SAS No. 70, Reports on the Processing 
o f  Transactions by S ervice Organizations (AICPA, Professional 
Standards, vol. 1, AU sec. 9324), issued in March 1998
• Interpretation No. 2, “Effect of the Year 2000 Issue on the 
Auditor’s Consideration of an Entity’s Ability to Continue 
as a Going Concern,” of SAS No. 59, The A uditor’s Consid­
eration o f  an Entity’s Ability to C ontinue as a G oing Concern  
(AICPA, Professional Standards, vol. 1, AU sec. 9341), issued 
in July 1998
• Interpretation No. 4, “Applying Auditing Procedures to 
Segment Disclosures in Financial Statements,” of SAS No. 31, 
Evidential M atter (AICPA, Professional Standards, vol. 1, AU 
sec. 9326), issued in August 1998 (Note that this Interpreta­
tion refers to FASB Statement No. 131, D isclosures About 
Segm en ts o f  an  E nterprise a n d  R ela ted  In form ation , which 
exempts not-for-profit organizations.)
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• Interpretation No. 3, “Commenting in a Comfort Letter 
on Quantitative Disclosures About Market Risk Made in 
Accordance W ith Item 305 of Regulation S-K,” of SAS 
No. 72, Letters f o r  Underwriters a n d  Certain O ther R equesting 
P arties (AICPA, P ro fe ss ion a l S tandard s , vol. 1, AU sec. 
9634), issued in August 1998
New Attestation Interpretation
• Interpretation No. 1, “Consideration of the Year 2000 
Issue When Examining or Reviewing Management’s Discus­
sion and Analysis,” of SSAE No. 8, M anagem en t’s Discussion 
a n d  Analysis, issued in August 1998 (See the summary in 
the A udit Risk A lert—1998/99.)
New Audit Issues Task Force Advisories
From time to time the AITF issues AITF Advisories to provide 
nonauthoritative guidance on current developments or recently 
issued authoritative literature.
• AITF Advisory Concerning Comprehensive Income (Note 
that this AITF refers to FASB Statement No. 130, Report­
in g  C om prehensive In com e [FASB, C urrent Text, vol. 1, sec. 
C 49], which exempts not-for-profit organizations that are 
required to follow FASB Statement No. 117. See the sum­
mary in the A udit Risk A lert—1998/99.)
• AITF Advisory Concerning Practice Issues Regarding Lan­
guage to Permit the Use of Legal Opinions by Auditors 
(Note that this Advisory was an intermediary document. It 
was replaced by the amended Interpretation to SAS No 73, 
included in the preceding list under the heading “New Audit­
ing Interpretations.” See the summary in the A udit Risk 
Alert— 1998/99.)
• AITF Advisory Concerning Reporting the Adoption of 
SOP 98-2. (See the discussion in this Audit Risk Alert in 
the section titled “Joint Activities.”)
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New FASB Pronouncements
• FASB Statement No. 132 (See the discussion in the section 
titled “Disclosures About Pensions and Other Postretire­
ment Benefits” in this Audit Risk Alert.)
• FASB Statement No. 133 (See the discussion in the section 
titled “Derivatives and Hedging Activities” in this Audit 
Risk Alert.)
• FASB Statement No. 134, A ccoun ting f o r  M ortgage-Back ed  
Securities R eta ined a fter th e Securitization o f  M ortgage Loans 
H eld f o r  Sale by a  M ortgage Banking Enterprise, an am endm en t 
o f  FASB S tatem ent No. 65 (FASB, Current Text, vol. 1, sec. 
Mo4) (See the summary in the Audit Risk Alert—1998/99.)
• FASB Statement No. 135, Rescission o f  FASB Statem ent No 75 
a n d  Technical Corrections (A summary will be included in the 
Audit Risk Alert—1999/2000, to be issued later in 1999.)
• FASB Technical Bulletin No. 97-1, A ccounting Under State­
m en t 123 f o r  C ertain Employee Stock Purchase P lans w ith  a  
Look-Back Option (See the summary in the Audit Risk Alert— 
1998/99.)
• The status of issues considered recently by the EITF of the 
FASB can be found in the A udit Risk Alert—1998/99 and 
the A udit Risk Alert— 1999/2000. (Available later in 1999.)
New AICPA Accounting and Auditing Statements of Position
• SOP 98-1, A ccounting f o r  th e Costs o f  C omputer Software D e­
ve lop ed  o r  O bta in ed  f o r  In terna l Use, issued in March 1998 
(See summary in the prior Audit Risk Alert, N ot-for-P rofit 
Organization Industry D evelopm ents— 1998, and the A udit 
Risk Alert—1998/99.)
• SOP 98-2, A ccounting f o r  Costs o f  A ctivities o f  N ot-for-P rofit 
O rgan iza tion s a n d  S tate a n d  L oca l G overnm en ta l E ntities 
That In clu d e F und Raising, issued in March 1998 (See the
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summary in the prior Audit Risk Alert, N ot-for-P rofit O rga­
nization Industry D evelopm ents— 1998, and the A udit Risk 
Alert— 1998/99)
• SOP 98-3, A udits o f  States, L oca l G overnm ents, a n d  Not- 
For-P rofit O rganizations R eceiv in g F edera l Awards, issued in 
March 1998 (See summary in the prior Audit Risk Alert, 
N ot-for-P ro fit O rganization Industry D evelopm en ts— 1998 
and the A udit Risk Alert—1998/99.)
• SOP 98-4, D eferral o f  th e E ffective D ate o f  a  Provision o f  SOP 
97-2, Software Revenue Recognition, issued in March 1998 
(See the summary in the A udit Risk Alert—1998/99.)
• SOP 98-5, R eporting on th e Costs o f  Start- Up Activities, issued 
in April 1998 (See the discussion in the section titled “Start- 
Up Activities” in this Audit Risk Alert.)
• SOP 98-6, R eportin g on M anagem ent's Assessment Pursuant 
to th e  L ife In su ran ce E th ica l M ark et C ondu ct P rogram  o f  
th e  In su ran ce M arketp la ce S tandards A ssociation, issued in 
April 1998 (See the summary in the A udit Risk A lert—
1998/99.)
• SOP 98-7, D eposit A ccoun tin g : A ccou n tin g  f o r  In su ran ce  
a n d  R einsurance C ontracts That Do N ot Transfer In su ran ce 
Risk, issued in November 1998 (See the summary in the 
A udit Risk Alert— 1998/99.)
• SOP 98-8, E ngagem ents to P erform  Year 2000 A greed-Upon 
Procedures A ttestation E ngagem ents Pursuant to Rule 17a—5  
o f  th e S ecurities Exchange Act o f  1934, Rule 17Ad-18 o f  th e 
S ecurities Exchange Act o f  1934, a n d  A dvisories No. 17—98  
a n d  No. 42-98 o f  th e C om m odity Futures Trading C omm is­
sion , issued in November 1998 (See the summary in the 
A udit Risk A lert—1998/99.)
• SOP 98-9, M od ifica tion  o f  SOP 97-2, Software Revenue 
Recognition, w ith  Respect to Certain Transactions (A summary 
will be included in the A udit Risk Alert—1999/2000, to be 
issued later in 1999.)
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Nonauthoritative AICPA Audit and Accounting Products
Industry Conference
The AICPA will hold its Seventh Annual Not-for-Profit Organi­
zations Industry Conference on June 14 to 15, 1999 (with a half­
day optional session on June 16), in Washington DC. The 
conference is designed for both practitioners and not-for-profit 
organization financial executives, and w ill provide technical 
information for those decision makers. For further information, 
call the AICPA CPE Conference Hotline at (888) 777-7077 or 
visit the AICPA Web site at www.aicpa.org.
Financial Statement Presentation and Disclosure Practices 
for Not-for-Profit Organizations— Available Fall ’99
Bringing the same kind of effective guidance as the AICPA Account­
in g  Trends a n d  Techniques, this comprehensive, nonauthoritative 
Practice Aid will illustrate a wide variety of not-for-profit organi­
zations financial statement formats and disclosures to assist auditors 
of not-for-profit organizations.
Accounting and Auditing Technical Hotline
The AICPA Technical Hotline answers members’ inquiries about 
accounting, auditing, attestation, compilation, and review services. 
Call (888) 777-7077.
Ethics Hotline
The AICPA Professional Ethics Team answers inquiries concerning 
independence and other behavioral issues related to the application 
of the AICPA Code of Professional Conduct. Call (888) 777-7077.
Continuing Professional Education Courses
The AICPA offers many continuing professional education 
courses related to not-for-profit organizations, many of them 
available for both group study and self-study. Among the available 
titles are the following:
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• Accounting and Reporting Practices of Nonprofit Organi­
zations— Choices and Applications
• Audits of Public and Indian Housing Authorities
• Budget Building for Nonprofits
• Compensation Issues in Not-for-Profit Organizations
• Compliance Auditing
• Fraud in Governmental and Not-for-Profit Audits: The 
Auditor's Responsibility Under SAS No. 82
• Getting Started With Not-for-Profit Organization Tax Issues
• Government Auditing Standards and Compliance Auditing
• HUD Audits: A Comprehensive Guide (available in text 
and video)
• Managing Not-for-Profits in the New Accounting and Au­
diting Environment
• Nonprofit Accounting and Auditing Update (1999-2000 
Edition) (available in text and video)
• Single Audit Requirements for Nonprofit and Governmen­
tal Organizations
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (available in text and video)
• Subrecipient Monitoring
• Tackling Tough Tax Topics in Nonprofit Organizations
• Using the AICPA Not-for-Profit Organizations Audit and 
Accounting Guide
• Workpaper Preparation Techniques for Government and 
Nonprofit Organizations (available in text and video)
• Yellow Book: Government Auditing Standards (available in 
text and video)
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For more information about AICPA CPE courses, call the AICPA 
information hotline at (888) 777-7077 or visit the AICPA Web 
site at www.aicpa.org.
Not-for-Profit Organizations Checklists
The AICPA Technical Publications staff  has developed various publi­
cations that may interest readers of this Audit Risk Alert. For exam­
ple, an annual publication titled Checklists a n d  Illustrative F inancial 
Statements f o r  N ot-for-Profit Organizations (Product No. 008681), is 
a nonauthoritative Practice Aid designed to help those preparing re­
ports and financial statements of not-for-profit organizations.
Auditing Recipients of Federal Awards: Practical Guidance for 
Applying OMB Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations
This new two-volume set (Product No. 008730) contains compre­
hensive analyses of the OMB's revisions to its Circulars for perform­
ing Single Audits, numerous checklists and illustrative examples, 
and an illustrative case study of the single audit process.
Technical Practice Aids
AICPA Technical P ra ctice Aids includes questions received by the 
AICPA Technical Information Service on various subjects and the ser­
vice's response to those questions. Sections 6140 and 6960 of Techni­
ca l Practice Aids include questions and answers specifically pertaining 
to not-for-profit organizations. Technical Practice Aids is available both 
as a subscription service and in hardcover form. See discussion of re­
cently  published additional Technical Practice Aids in the section tided 
“New AICPA Technical Practice Aids” in this Audit Risk Alert.
References for Additional Guidance
Federal Agencies’ Administrative Regulations
Most federal agencies issue general administrative regulations 
that apply to their programs. These regulations provide general
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rules on how to apply for grants and contracts, how grants are 
made, the general conditions that apply to and the administrative 
responsibilities of grantees and contractors, and the compliance 
procedures used by the various agencies. The regulations are in­
cluded in the Code o f  F edera l R egulations.
General Accounting Office
GAO publications include those listed in this section. Unless other­
wise noted, requests for copies of these publications should be sent to 
the GAO, P.O. Box 37050, Washington, DC 20013. The telephone 
number is (202) 512-6000. Orders may also be placed by using the 
fax number (202) 512-6061. For copies of GAO reports and testi­
mony, the status of GAO’s open recommendations, and GAO’s 
audit policy, check the GAO home page at http://www.gao.gov. The 
GAO home page also contains the electronic version of Government 
A uditing Standards. For information on how to access GAO reports 
or other documents on the Internet, send an email message with in­
formation in the body to info@www.gao.gov.
Government Auditing Standards, 1994 Revision
These standards, also referred to as the Yellow Book, relate to 
audits of government organizations, programs, activities, and 
functions, and of government funds received by contractors, 
nonprofit organizations, and other nongovernment organiza­
tions. The standards incorporate the AICPA Statements on 
Auditing Standards for fieldwork and reporting, and prescribe 
the additional standards needed to meet the more varied inter­
ests of users of reports on governmental audits. These standards 
are available from the Government Printing Office, Superinten­
dent of Documents, Washington, DC 20401; telephone (202) 
783-3238; telefax (202) 512-2250; Stock No. 020-000-00- 
265-4. An interactive version of G overnm en t A uditing Standards 
is available on the ignet home page (http://www.ignet.gov). Audi­
tors should note that the GAO is currently working on revisions 
to G overnm en t A ud itin g Standards (see the related discussion in 
the section of this Audit Risk Alert titled “Regulatory and Leg­
islative Developments”).
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Interpretation o f Continuing Education and Training Requirements
This provides guidance to audit organizations and individual 
auditors on implementing the CPE requirements of G overnm ent 
A uditin g Standards. This Interpretation (April 1991, 020-000- 
00250-6) is available from the GPO, Superintendent of Docu­
ments, Washington, DC 20401.
How to Get Action on A udit Recommendations
This guide is designed to help auditors get more action and better 
results from their audit work on governmental programs and op­
erations (July 1991, GAO/OP-9.2.1).
Office of Management and Budget
Circulars
The OMB issues grants management circulars to establish uni­
form policies and rules to be observed by federal agencies for the 
adm inistration of federal grants. Federal agencies then adopt 
these circulars in their regulations. The process for issuing grants 
management circulars includes due process with a notice of any 
proposed changes in the F edera l Register, a comment period, and 
careful consideration of all responses before issuance of final cir­
culars. Circulars and other documents relevant to audits of not- 
for-profit organizations are as follow:
• A -21, Cost P rin cip les f o r  E ducational Institu tions
• A -110, U niform  R equ irem en ts f o r  Grants a n d  A greem ents 
w ith  Institu tions o f  H igher Education, Hospitals, a n d  O ther 
N on-Profit O rganizations
• A -122, Cost P rin cip les f o r  N on-P rofit O rganizations
• A -133, Audits o f  States, L ocal Governments, a n d  N on-Profit 
Organizations
For copies of circulars and bulletins, write or call the Office of Ad­
ministration, Publications Office, Room 2200, New Executive Of­
fice Building, Washington, DC 20503; telephone (202) 395-7332 
or check the OMB Web site http://www.whitehouse.gov/OMB. An
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alternate address is the ignet Web site at http://www.ignet.gov. A 
separate discussion of OMB Circulars relevant to audits of not- 
for-profit organizations is included in the section of this Audit 
Risk Alert titled “Regulatory and Legislative Developments.”
OMB Circular A -133 Compliance Supplement
The OMB C om plian ce Supp lem ent, issued as a provisional docu­
ment on June 30, 1997, and subsequently superseded by the 
1998 and 1999 C om p lian ce S upp lem en ts , sets forth the major 
federal compliance requirements that should be considered in a 
single audit of states, local governments, and not-for-profit orga­
nizations that receive federal awards. A separate discussion of 
recent revisions to the C om plian ce S upp lem en t is included in the 
section of this Audit Risk Alert titled “Regulatory and Legislative 
Developments.”
The Catalog o f Federal Domestic Assistance
The C atalog o f  F edera l D om estic A ssistance (CFDA) is a govern­
ment-wide compendium of federal programs, projects, services, 
and activities that provide assistance or benefits to the American 
public. The General Services Administration (GSA) is responsible 
for the dissemination of federal domestic assistance information 
through the catalog and maintains the information database from 
which program information is obtained. A searchable version of 
the CFDA is available on the GSA Web site, which is currently 
located at http://www.gsa.gov/fdac.
Program information provided by the catalog includes authorizing 
legislation and audit requirements. The GSA makes copies available 
to certain specified national, state, and local government offices. 
Catalog staff may be contacted at (202) 708-5126. The catalog may 
be purchased from the GPO by calling (202) 783-3238.
Program information is also available on CD-ROM and diskettes. 
These may be purchased by writing the Federal Domestic Assistance 
Catalog Staff (MVS), General Services Administration, Reporters 
Building, Room 101, 300 Seventh Street, SW, Washington, DC 
20407, or calling (202) 708-5126.
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This Audit Risk Alert replaces N ot-for-Profit Organizations Industry 
D evelopm en ts— 1998. The N ot-for-P ro fit O rganizations Indu stry  
D evelo p m en ts  Audit Risk Alert is published annually. As you 
encounter audit or industry issues that you believe warrant discus­
sion in next year's Alert, please feel free to share them with us. Any 
other comments that you have about the Alert would also be greatly 
appreciated. You may email these comments to sfrohlich@aicpa.org 
or write to:




Jersey City, NJ 07311-3881
Practitioners should also be aware of the economic, regulatory, and 
professional developments described in Audit Risk Alert—1998/99 
(Product No. 022223) and Compilation a n d  R eview  Alert—1998/99 
(Product No. 022222), which may be obtained by calling the 
AICPA Order Department at (888) 777-7077. (The 1999/2000 
version of these publications will be issued later in 1999.)
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APPENDIX
The Internet— An Auditor’s Research Tool
Can Auditors Use the Internet to Perform More Efficient Audits?
If used properly, the Internet can be a valuable tool for auditors. 
Through the Internet, auditors can access a wide variety of global 
business information. For example, information is available relat­
ing to industry statistics, resources for not-for-profit organizations 
and their finance professionals, professional news, state CPA soci­
ety information, Internal Revenue Service information, software 
downloads, university research materials, currency exchange rates, 
stock prices, annual reports, and legislative and regulatory initia­
tives. Not only are such materials accessible from the computer, but 
they are available at any time, often free of charge.
A number of resources provide direct information, whereas others 
may simply point to information inside and outside of the Internet. 
Auditors can use the Internet to—
• Obtain audit and accounting research information.
• Obtain texts, such as audit programs.
• Discuss audit issues with peers.
• Communicate with audit clients.
• Obtain information from a client's Web site.
• Obtain information on professional associations.
There are caveats to keep in mind when using the Internet. Reliabil­
ity varies considerably. Some information on the Internet has not 
been reviewed or checked for accuracy; caution is advised when ac­
cessing data from unknown or questionable sources. Although a 
vast amount of information is available on the Internet, much of it 
may be of little or no value to auditors. Accordingly, auditors should 
learn to use search engines effectively to minimize the amount of 
time browsing through useless information. The Internet is best
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used in tandem with other research tools, because it is unlikely that 
all desired research can be conducted solely from Internet sources.
N am e o f  S ite C ontent In tern et Address
American Institute 
o f CPAs
Information for CPAs on 
accounting, auditing, industry 
activities, the activities o f the 
AICPA, and other matters
http://www.aicpa.org
Accountant’s Home Page Resources for accountants and 
financial and business professionals
http://www.computer
cpa.com/
Action W ithout Borders Includes a directory o f not-for-profit 
organizations and volunteering 
resources, a newsletter on not-for- 
profit organization issues, and 
job postings
http://www.idealist.org
American Society o f  
Association Executives
Provides resources to assist associa­
tion executives and individuals 
from for-profit companies that 
provide products and services to 
the association community
http://www.asaenet.org






Articles from the Chronicle o f 
Philanthropy newspaper and links 
to other sites
http://philanthropy.com
Council on Foundations Includes research, publications, 
and other information o f interest to 
foundations and corporate donors
http://www.cof.org
CPAnet Links to other Web sites o f interest 
to CPAs
http://www.cpalinks.com/
Cybersolve Online financial calculators, such 
as ratio and breakeven analysis
http://www.cybersolve.
com/toolsl.html
The Electronic Accountant W orld W ide Web magazine that 






Information on the activities o f  
this standard-setting body
http://www.fasb.org
FedWorld.Gov U.S. Department o f Commerce 
sponsored site providing access 
to government publications
http://www.fedworld.gov
Financial Systems Forum Topics involving the improvement 
o f financial systems by providing 
information on methodologies, 
service organizations, and vendors 
with a focus on applications con­
cerning accounts payable, accounts
http://www.fsforum.com
receivable, asset management, 
general ledger, and inventory
88
Content Internet AddressName o f  Site
The Foundation Center Information for not-for-profit orga­
nizations, donors, and researchers
http://www.fdncenter.org
Giving USA American Association o f Fund- 
Raising Counsel sponsored site 
providing information trends in 




Policy and guidance materials, 
reports on federal agency 
major rules
http://www.gao.gov
Guidestar Information on not-for-profit 
organizations and new and 
resources for not-for-profit 
organizations and donors
http://www.guidestar.org
Guide to W W W  for Basic instructions on how to use http://www.tetranet.net/
Research and Auditing the Web as an auditing research tool users/gaostl/guide.htm
Hoovers Online Online information on various 
companies and industries
http://www.hoovers.com
Independent Sector A  forum to encourage giving, 
volunteering, not-for-profit 
initiative and citizen action
http://www.indepsec.org
Information for Tax- A  Treasury Department site http://www.irs.ustreas.gov/
Exempt Organizations 
(an IRS site)
providing information and answers 
to frequently asked questions 
regarding tax-exempt organizations
prod/bus_info/eo
Internet Bulletin for CPAs CPA tool for Internet sites, 






Includes the nonprofit locator, 





Includes the Nonprofit Manager's 
Library and other resources
http://www.mapnp.org
National Association o f  
College and University 
Business Officers
Provides information geared to 
colleges and universities, including 
accounting tutorials on specific 
situations encountered in higher 
education accounting
http://www.nacubo.org
The National Center for 
Nonprofit Boards
Resources to help strengthen 
not-for-profit organization 
boards o f directors
http://www.ncnb.org
The National Center for 
Charitable Statistics
Provides statistics on revenue 





Promotes giving and helps 
contributors obtain accurate 





Content Internet AddressName o f  Site
The Nonprofit Genie Advice, links to other sites, 
publications, and other 
information on not-for-profit 
organization management
http://www.genie.org
The Nonprofit Information and links to other sites http://www.not-for-
Resource Center covering financial management, 
governance, legal, and other matters
profit.org
The Nonprofit Risk Provides information to help http://www. nonprofit





Articles from the Nonprofit Times 
newspaper and links to other sites
http://www.nptimes.com
Support Center for Workshops, consulting, publications, http://www.support
Nonprofit Management and other information and resources 
o f interest to managers o f not-for- 
profit organizations
center.org





Information on programs, resources, 
and other matters
http://www.ed.gov
U.S. Tax Code Online A  complete text o f the U.S. Tax Code http://www.fourmilab.ch/ 
ustax/ustax.html
U.S. Office o f 
Management and Budget
OM B information and literature http://www.whitehouse.
gov/OMB/
Vision Project Information on the profession’s 
Vision Project
http://www.cpavision. 
org/horizon
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